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PREFACE 


There are fashions in economic taste, and any one who 
writes on one of the prevailmg popular topics need not want 
for an audience There are, it is true, also a few standard hnes, 
and here there is greater difficulty m wmnmg a hearing There 
is competition of producers for the attention of the limited 
number of readers For some subjects there is no audience at 
all and very httle chance of findin g one They have been 
branded as duU or insig nificant decades ago, and that atti- 
tude has remained even when conditions have changed and 
they have grown important It is customary to relegate the 
mortgage bank and the mortgage bond to footnotes, the 
charitable might concede them an appendix, the generous 
may allow them a chapter m a work on modem banking 
But many wih say that it is puttmg a strain on charily and 
patience to ask for a hearing for a whole book, albeit a moder- 
ate sized one 

And yet the subject has become of sudi importance m 
recent years that a study on it may wdl be thought to have 
become an urgent necessity Before the war mortgage banks 
were highly developed m some countries, rudunentary m 
others, and non-existent m the remamder In the last decade 
there has been a great out-cropping of them m almost all 
parts of the world There is a real movement afoot for the 
extension and perfection of this branch of mvestment bank- 
ing Nor IS it confined merely to Europe The same tenden- 
cies are seen dsewhere The fimdity of ideas m the banking 
world, the close relation between various markets, and the 
mobihty of capital have brought about parallel devdopments 
in different contments 

The great growth m mortgage credit which is so significant 
a feature m present-day soaal organization is due to two fac- 
tors to the stnkmg alterations m the wealth and status of 
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former groups of property holders, and other transforma- 
tions brought about by the War— and to the eagerness for a 
more rapid exploitation of resources The subject ments 
attention on account of its own importance, but it may also 
claim separate treatment because of the new mterest m that 
branch of banking which deals with the direction and the 
flow of capital Numerous changes have occurred recently m 
the organization of long term credit facihties The develop- 
ment of mortgage banbng is an effect of those changes and 
IS producmg others No sound theory of bankmg as a whole 
can be worked out which ignores it 

It IS proposed m this study to give a bnef, but compre- 
hensive, account of the mortgage bond as an mvestment and 
of the mortgage bond market , to direct mterest to this special 
form of financmg all types of real estate credit with a view to 
deciding what are its advantages and disadvantages Its scope 
is thus limited to a small part of the capital market It is, 
perhaps, the first attempt yet made to examme the questions 
involved pnmanly from the angle of the lender, and not, as 
is usual m discussing real estate credit, from the borrower's 
viewpomt It is, however, impossible to deal with the mort- 
gage bond as an mvestment without mquinng mto the secur- 
ity bdbmd it, and this mvolves an examination of the nature 
and organization of the mortgage bank This pomt is dealt 
with briefly, and only so far as is necessary for elucidating the 
mam subject 

The growth of the use of the mortgage bond smce the War, 
and, above aU, the change whereby instead of r emaining a 
purely local concern, a security mteresting only a restncted 
district, it has become marketable mtemationally, are ten- 
dencies which are of great, though as yet not sufiiciently 
recogmzed, importance Agriculture m ranarla. or coffee-grow- 
ing m Brazil may be financed by London, cotton m Egypt by 
Pans, a new residential quarter m Budapest or m Buenos 
Ayie& by New York or Amsterdam But these tendencies are 
as yet m their infancy The ments of this type of mvestment 
are not properly appreciated m many countnes, whilst m some 
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they are considenibly under-valued This is due to a reason 
which may soon disappear The market m this type of 
security is narrow The organization is not yet properly de- 
veloped With better machmery it will be possible to finance 
the development of real estate undertakings at a lower 
rate, whilst mvestments m them will become even more 
attractive 

Although American waters have recently devoted some 
attention to this subject, there is no comprehensive detailed 
study on it m the English language Indeed, m the article 
on " Bonds “ m the Encydopaedta of the Social Sciences, pub- 
lished m 1930, an Amencan water does not deem it necessary 
to refer speaficaUy to mortgage bonds It is doubtful whether 
any such study exists m any language The numerous Ger- 
man pubhcations which seem to deal with it are of the nature 
of jundic and histoac studies , none stress the wide economic 
aspects Moreover, they rarely show any knowledge of what 
other countaes are doing m this field 

The temptation has been strong to discuss two contentious 
problems closely related to the subject treated, but it has been 
resolutely resisted There is a growmg hterature dfiahng \vith 
the question at which stage m the trade cycle it is desirable 
to buy and to sell bonds, and a much smaller amount of dis- 
cussion of the question whether, say for the next few decades, 
we are to espect a rising or a f alling rate of mterest These 
subjects are sufficiently important m themselves to be treated 
mdependently and not as footnotes to a baef mstitutional 
study This pubhcation wiU have justified itself if it stimu- 
lates someone to attempt a larger work 

Thanks for information is due amongst others to Messrs 
Lazard Fr&es of Paas, Messrs Schroder of London, Mr. 
Proehl of Amsterdam, the Dresdner Bank, Berlm, the Swiss 
Bank Corporation, London, and to the Finanaal Committee 
of the League of Nations Gratitude is due also to Dr 
E Wolfgang of Frankfurt, to Professor T H Gray of 
Washington, and to H D Dickinson, MA. for valuable 
suggestions 
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This book IS based on a senes of lectures delivered at the 
Institut Universitaire de Hautes Etudes Internationales m 
Geneva in December, 1930 The author takes this oppor- 
tumty of eiqiressmg his gratitude to the students and staff for 
then fnendly reception and helpful cntiasm 

Cambridge 
May, 1931 
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PART I 

MORTGAGE BANKING’ PRINCIPLES 
AND PRACTICES 

CHAPTER I 

REAL ESTATE BORROWING AND LENDING 

A MARKET IS a district, world wide or local, in which many 
buyers and many sellers aref keenly on the alert to deal m a 
given commodity at the be^ pnce to themselves The place 
of buyers and s^ers is taken m the capital market by owners 
and users of capital bargammg for the pnce of its use This 
market divides mto two sections the one m which busmess 
undertakers seek people to share with them m the nsk of 
extending existmg busmesses or m starting new ones, the 
other m whidi persons seek to borrow and to lend capital at 
a fixed rate for long penods The former is known as the 
stock or mdustnal ^are market, whilst the latter, the bond 
market, is concerned with the raismg of loans for mdustnal 
undertakings, for Government schemes, and for real estate 
devdopment 

Real estate m its vanous forms has always been an attrac- 
tive type of property, m mediaeval times because few others 
were available and social and pohtical pnvileges were based 
upon it, m modem times because it still confers prestige and 
satisfies the desire for diqilay ownership But apart from this, 
its economic significance even to-day is of supreme importance 
as the source of food and raw materials and the site for dwell- 
ing and busmess activities Probably half of the total value 
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of iixcd capital in the modem world is still embodied m one 
or another of its vaned forms agricultural, busmess, and 
house property 

Agncultural credits, the oldest and still probably the most 
important type of real estate credit, are loans secured on farm 
properties Under modem conditions such loans are required 
for the purchase of land, for its imgation and equipment, for 
the constraction of farm buildings, houses and cottages, for 
fencing and roads 

A teclmical revolution m agriculture is proceeding Agri- 
cultural science and engineering are bringing about improve- 
ments in production which must have a profound effect on 
the world distribution of capital and labour The chief task 
of a rational policy to-day is to induce the millions of farmers 
to put into practice, as soon as possible, the new techmque 
discovered by science With the adoption of scientific manures, 
efficient machinery, more economic methods, and the indus- 
trialization of certain branches of farming, output can be 
doubled or even trebled over large areas When we observe 
how backward the most progressive countries are in exploit- 
ing the discoveries of agricultural chemistry, m installing 
proper drainage, in adopting afforestation schemes, it is evi- 
dent that colossal capital resources will be required to facili- 
tate the great changes which are still desirable m the more 
backward countries ^ 

Of course, the mtroduction of proper manures and up-to- 
date machinery by a farmer would, as a rule, be met out of 
his o\vn capital or from short term loans ® 

In recent times the effects of war m impoverishmg land- 
lords, in makmg them desire to sell or borrow on their estates, 
and in making others wish to cultivate a plot of land which 
they can buy only if they are granted a loan, have been much 

* A frequent reason for requiring loans on property arises when a 
testator leases liis estate to his children, ordy one of whom could or 
ssouiu farm it The others arc then satisfied with money compensation, 
" • T the inheritor of the land endeavours to raise by way of a loan 

• In the distressed European countries there is now a demand for 
an organized machinery for granting intermediate loans for these 
purposes 
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in evidence The same effects are, mdeed, charactenstic of 
all wars The big landowners of Silesia, for example, were 
particularly needy borrowers subsequently to the Seven Years 
War The peasants reqmred money to buy their emanapa- 
tion and a plot of land Similarly, after the Great War, the 
“Green Revolution” m the east of Europe, where large 
estates have been redistributed m favour of the peasantry 
m Russia, Rumania, Serbia, and Hungary withm the last 
decade, has given rise to a great demand for loans for the con- 
struction of buildmgs, for machmery, took, etc The broad 
result of this transformation is a desire to purchase real estate 
on the part of many of those who did not m the past possess 
any, and a consequent need of loans to enable them to do so 
These changes have focused attention on and have greatly 
influenced the character of land as a form of mvestment 
Where capital is absent, it is clearly realized that farmmg 
will be nnpovenshed or forced down to a lower level of econ- 
omic efi&aency than might otherwise be attamed ^ 

Credits are required also for urban real estate The growth 
of towns and the consequent need for houses, factories, ware- 
houses, wharves, garages, hotek, and theatres create a heavy 
demand for capital It is sometimes forgotten that the 

^ The agrarian crisis which is at present taking place has as its chief 
features (i) a transition of consumption from cereal to hve stock in 
industrial countries, (2) an mcrease in wheat production, (3] heavily 
faJhng pnces, which producers resist by agreeing to controlled, 1 e 
monopcdishc pnces m their own intere^, (4) to monetary malatse, 
and a nse in the long term rate of mter^ compared wifri pre-wai 
levds Cf Chapter VII 

‘ President A. E Dickinson, of the Indian Limestone Co , states 
that a million new houses are needed annually in the United States 
to offset obsolescence, destructive fires, and inroads of business in 
residential sections In a number of European countries TinHsiwg legis- 
lation frequently has deterred pnvate investment unless subsidies were 
granted Government direct building has often been undertakmi 

The shrewd business man finds that during a period of rising prices 
and in places of growing site values, it pays him to take a loan Let 
us take a concrete instance Say a man with a capital of ;£i,ooo bought 
a property in i8g6 for £3,000, on which he borrowed ^2,000 If he 
bought wisely in a growing area he was hkely to find that his property 
had doubled in value by 1920, 1 e it was worth £6,000 He is now 
actually worth £4,000 (This is not the place to aigue that the real 
value of the £2,000 which he owes is now less than that which he 
borrowed ) 
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industrial to\m is a comparatively recent growth, whilst the 
cost of building operations m eiqiandmg commumties calls for 
large resources Certam mdividuals at one time undertook 
the task of buildmg houses and busmess premises and sub- 
lettmg them at a rental But to an ever-growing extent 
house occupiers m certam countries and busmess men m most 
refuse to be tenants The latter desire to gam from the normal 
growth m site values m urban areas through their own skill 
m developmg those sites 

In European countnes, the comparative cessation of bmld- 
ing during the War and the first years after the War, m part 
owmg to the high rate of mterest on capital, has resulted m 
an mcreased need for building now, whilst m the growing 
new countnes the demand for capital for their purposes is 
enormous Not only is the value of land m and near laige 
and growmg towns nsmg, but considerable mcreases m value 
are takmg place of whole new areas partly because of actual 
development, and partly m anticipation of future growth 
This IS seen m the fast developmg countnes bordering on the 
Pacific Ocean ^ 

A feature common to all forms of real estate, to agncul- 
tural, housing, and busmess property, is then that capital can 
be used m them advantageously, and that they require long 
penod credits But m this they do not differ from mdus- 
tnal and commeraal undertakings T he n why should they 
not be financed as other forms of econoimc activity requirmg 
such facihties^ Busmess enterpnse is, as a rule, undertaken 
on the ]omt-stock limited habihty prmciple Funds are raised 
by pubhc subscnphon, by capi talizing the future, or by bor- 
rowmg on estimated earning power Facihties are thus avail- 
able for the accumulation of large sums for any eisploitable 
undertakmg which is properly qionsored 

^ The desire to share la this growing pro^enty attracts the specula- 
tive investor in land purchase and creates ^ecial problems for institutes 
which grant loans on property All mvestments tend to appreciate 
with industrial progress, but the comparative fixity of the supply of 
land — specially of urban land — mairgg it a source of much more 
unearned increment than industrial property It is a source of eco- 
nomic rent — a true surplus 
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Why then was it necessary for real estate credit to develop 
a special technique and special machinery m order to make 
the savmgs of the commumty accessible for these purposes^ 
Why was it essential to develop the device of the mortgage 
bond mstead of obtainmg capital on the jomt-stock limited 
habihty company prmciple? 

The typical umt of production, the average-sized farm, is 
still comparatively small Even more important is the fact 
that it is still, as a rule, owned and run by one man In this 
respect, the farmer is to-day m the same position as was the 
fimall mdependent busmess man before the advantages of large 
scale busmess and limited habihty were known The farm m 
practically all parts of the world depends upon the finance 
and the administration of a busmess man with hrmted means 
The bonanza farms of America and Russia are hardly an 
exception smce these giant farms are not yet out of the ex- 
perimental stage The small property owner of to-day is in a 
CTimlar position to the farmer He can borrow only on the 
security of his tangible assets He must pledge his land or 
buildings, stocks or crops, as cover for a loan This is the 
position also of the man who wishes to borrow on the security 
of his residential property ^ 

Before it was possible by means of a special device to achieve 
for real estate undertakings what the jomt-stock hmited ha- 
bihty device accomph^es for other forms of busmess enter- 
prise, three conditions had to be satisfied an adequate system 
of creating and registering mortgages, eiqienence mdicatmg 
under what circumstances property can be rehed upon to give 
an adequate yield, and the machinery for malong the security 
based upon it marketable 

What precisely is meant by the term " mortgage ”^ It is 
the name of a security given by a debtor m the form of 
a chaige on the property which remains m his possession , the 
daim to a certam sum by the creditor, if not repaid before 

^ The large office and apartment houses constitute a special type of 
property, and the problem of using them as a basis for security will be 
best considered in rdation to American conditLons (Qiapter XI ) 

a— (ao8i) 
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the stipulated date, is to be met by execution on the real 
estate The exact legal and economic nature of this concept 
varies m different countnes It depends on the system of 
registering real estate, of regulating mortgages, and on the 
nature of the rights of the mortgage m cases of default 

The grant of mortgages on freehold property is widely 
practised It is less commonly accepted that the device 
of leasehold mortgage is sound Indeed, it is hardly known 
m many countnes The view that ownership of land has many 
advantages over leas^old has been supported by many doubt- 
ful assumptions and arguments The assumptions that the 
owner has, as a rule, complete unencumbered ownership, and 
that the leaseholder alwa}^ suffers from a rapaaous landlord, 
are of doubtful vahdity The freeholder has frequently owner- 
ship subjected to a mortgage, whilst the leaseholder may 
enjoy a very considerable measure of secunty 

Under a leasehold^ the sole owner of the land is the landlord, 
but the lessee has the right of use as a tenant as long as he 
pays his rent A lease under which the use of land or build- 
ings is granted for a defimte number of years generally con- 
tams a number of covenants to be performed by the lessee 
Protection is given to agricultural lessees in respect of fixtures 
and unexhausted improvements 

The economic nature of a lease may vary a great deal In 
the case of an ordinary building lease the lessee reaps the 
benefit of all improvements and mcreases m value durmg the 
currency of his lease, and on its extmction the owner enters 
into the possession of his land and of a valuable addition to 
it In the case of a short-dated lease at rack rent the property 
remains almost unaltered, and the landlord’s gam consists m 
the rent In the case of a mmmg lease mmerals are taken 
away by the lessee, who must generally pay a fixed rent and, 
m addition, a ro3^ty proportional to the output One must 
inquire very closely mto the terms and conditions governing 

* A lease may be regarded as a sale of land for a limited penod As 
Mmim points out, ''there is no incorrectness in roeakmg of the letting 
and humg of land as a sale for a penod of time with the pnce spread 
over that penod ’’ e r 
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SL lease to discover the nghts and responsilahties of the tenant 
undent 

Great Bntam is kno\m to be the country where the land- 
lord tenant system has been most popular It is not, how- 
ever, suffiaently realized that this method of land holdmg has 
won considerable support m other countnes This may be 
seen at a glance from the following table^ — 


LEASEHOLD TENURE IN VARIOUS COUNTRIES 




Leasehold Farms as 

Leased Area as Per- 

Countiy 

Year 

Percentage of Total 

centage of Total Area 

1 

Number of Farms 

under Cultivation 

Great Britain 

1916 

89 0 

878 

Belgium 

< 1895 
\ Z9IO 

789 

510 

542 

Japan 

192Z 

694 

463 

Gomany 

1907 

571 

139 

USA 

1920 

468 

368 

Holland 

1921 

440 

48 0 

Uruguay 

1916 

440 

39 4 

France 

1892 

2541 

4722 

Austria 

1902 

253 

Australia 

1922 

49 9 

Sweden 

1913-^0 

277 

1 


Fully one-half of real estate property in these countnes is 
held on lease 

. Mortgages may be effected m Great Bntam on leasdiold 
I as well as on frediold property The mortgage value of a free- 
hold farm is almost the same as a leasdiold farm Thus 
analysmg the three mam elements— the land, the buildings, 
the yield— we have the following results The value of a free- 
hold property for which a rental of £ioo is obtamed works 
out roughly at 5 per cent at £2,000 The value of a 50-year 
leasdiold mterest m this same property amounts to £1,820 
Certainly, the value of the buildmgs on freehold an d leaseh old 
property wiU also show a similar difference m magmtude The 
returns on leased land differ m no way from those on freehold 
land As a rule, the lessee is given secunty of tenure and rights 
1 Woytindty, Die Welt tn Zahlen, Book III 
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to compensation for improvements, so that he is encouraged 
to obtam the maximum output from his farm 
The very nature of the mortgage has misled some into a 
misunderstanding of the security behmd it Attention is gener- 
ally directed to the value of the property m case realization is 
unavoidable But the mam condition for grantmg a loan is 
the abihty of the debtor to pay his way and his obhgations, 
indudmg mterest and amortization on the loan Now smce 
the value of the land as a pledge is detemuned by the mcome 
which the settler denves, it frequently results t^t leasehold 
will be preferred to a freehold property The leaseholder, it 
IS true, is less likely to want to saddle himself with a mort- 
gage preasely because he does not purchase the land But 
if he desires it he can obtam a mortgage as easily as the free- 
holder And the mortgage value of property is calculated 
m a similar manner m both cases In deciding the market value 
of any property a number of factors are considered, of which 
the yearly net profit is the most important, and the value of 
the land, of the bmldings, and of other fixtures is of consider- 
able significance The capitahzed net return is obtained by 
multiplymg it by the average rate of mterest of mortgages 
Leasdiold tenure has a number of advantages compared 
with full owner^p The lessee is free to devote all his capital 


t 


to the cost of stock and eqmpment, together with his main- 
tenance until the harvest Thus he can begm work with about 
one-third to two-thirds of the capital required for the outright 
purchase of the land and buildings and fixtures Moreover, 
the leasdiolder is more often m a position to offer a first 
mortgage for a building loan, whilst the freeholder, who very 
frequently has already taken a mortgage to purdiase the 
property, can offer only a second mortgage 
Leas^old property is not regarded, as a rule, with favour as 
a security The rental paid is a first rlaini against it Unless 
the lessor ]oms the lessee m executmg the mortgage the 
leaseholder can offer only, what is m fact, a second mortgage 
Moreover, the lessee, as a rule, agrees to pay not merdly the 
rental but also all taxes and other charges — growing burdens 
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m modem soaety The lessee’s mterest is not mcreased m 
proportion to the mcreasmg value of the land, smce it is 
restncted to a certain limited penod There are also cer- 
tam practical difficulties which operate against this form of 
secunty It is difficult to value exactly, and legislation m its 
attempt to safeguard the mterests of the mortgagor puts 
obstacles m the way of the leaseholder 
Vaneties of mortgage law exist m all countnes Special pro- 
visions have been laid down to make clear the nghts of the 
different parties and to establish a speedy procedure for their 
enforcement Legislation was proved by eiqienence to be 
necessary if a proper mortgage credit system was to be de- 
veloped One of the chief abuses to be guarded against is 
the mortgaging of the same piece of properly a number of 
tunes without disdosing the fact of previous mortgage to the 
later lenders In Germany a real estate register, a Grund- 
buch, was instituted for this purpose The importance of the 
Grundbuch hes m the fact that it registers the property rda- 
tiondup and the debt burden of every piece of land It is 
open to every mterested person An entry m the register is 
accepted as a vahd statement as to the feet of ownCTship or 
daims against any pared of real estate, i e it constitutes con- 
stractive notice to all mterested, and it embodies the prm- 
aple of pnonly over all other rights entered at a later date 
Although it was once subject to varying local regulations, 
uniform requirements for the entire Reich now exist 
Most Central European countnes have devdoped a complete 
madunery for registering mortgages m a Grundbuch — a laud 
Register, whidi is based on these two principles Clearly, to 
achieve its object the Register must be very detailed with refer- 
ence to the holdmg of land, its ownerdup, and the dgimg of 
thud parties Every parcel of land m the country is desenbed— 
its pansh, precise situation, its boundaries and exact measure- 
ments are given, as well as the net revenues as determmed by 
the government assessors It has its topographic number 
The name of the owner, the maimer m which he acqmred the 
land from the previous owner are entered The rights of thud 



10 


THE MORTGAGE BANK 


parties, such as mortgage nghts and nghts of customary usage, 
etc , are also noted In many places mortgages are not effective 
nnipfis registered Disputes have thus been lessened and 
people are prevented from obtainmg credit on property which 
IS already pledged In France and the other countries, whose 
land law is based on Roman Law, mortgages are subject to 
“mscnption,” i e they must be registered There is also a 
transfer book and the cadastral survey first undertaken m 
France m 1790 The cadastre embodies m a pubhc register 
the quantity, value, condition, and ownership of the real 
property of a country The transfer book contains an account 
of changes of ownership, and the inscription book an account 
of mortgages The French system differs from the Grundbuch 
m so far as it gives only a statement of mortgage mdebted- 
ness, and not the details of all the charges and legal commit- 
ments attaching to it Furthermore, certain types of mort- 
gages need not be registered The inscription book is there- 
fore not complete This necessitates special mvestigation by 
those mterested m mortgage credit 
Laws requirmg the registration of all titles to land have 
worked well m new countries, and where complete cadastral 
surveys have been earned through But m England where 
titles are already compheated. Acts permitting or requirmg 
registration have been resisted and have, therefore, not been as 
successful A new attempt is now being made m certam parts 
of the country to have deeds relating to land purchase regis- 
tered In the event of the mortgagor not complying with the 
conditions of the mortgage the creditor may, with an Order 
from the Court, but without having to take a special action, 
foreclose the property, 1 e unless the mortgage deed contains 
some stipulations to the contrary, sell the property, or have 
a receiver of the rents and profits appomted, or he may enter 
mto possession, and he may also enforce the debtor’s personal 
liabihty to pay the mortgage debt In the customary trans- 
action, the mortgagor borrows money from the mortgagee and 
creates a charge on the property as secunty The charge is not 
operative, of course, if at the appomted time the mortgagor 
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repays the loan, and, on the other hand, gives the nght 
to conunence foreclosure proceedings if the repayment is not 
made Another characteristic of the first mortgage is that it 
provides a preferential nght on a specific property The mort- 
gagees of a property or the trustee on their behalf will have 
pnor nghts to it than other creditors These features of 
"mortgage” are to be found only where a comprehensive 
system of mortgage legislation has been adopted But this is 
not always the case In Holland, for example, a mortgage 
has the characteristics of an ordmary contract, and it creates 
no special obhgations and confers no preferential rights 
Expenence taught that it was safest to grant loans only on 
property yielding a constant and certam return, the amount of 
loan bemg Inmted to a half or at most to three-quarters of the 
value of the property But security and yield are not the only 
desiderata m a modem mvestment It must also be market- 
able There were a senes of stages before the simple loans on 
mortgage became a marketable secunty Gradually the mort- 
gage bond was evolved, and this became a world-wide counter 
Before tracmg the course of this evolution, let us mquire 
mto the evils and complamts which arose durmg the penod 
when there was no organized market, not even of a primitive 
type, for providing capital for real estate Small borrowers 
were known to uivolve themselves with moneylenders, and 
undertook to pay abnormally high rates for loans If they 
defaulted m payment there were soon dispossessed of their 
property Even m the Umted States before special facilities 
were developed, the fanner was frequently obhged to pay an 
effective rate of over lo per cent, whilst in backward countries 
15 and 20 per cent have been common This state of affairs 
still apphes m a number of countnes The man who wishes 
to borrow on his town property was in a somewhat sirmlnr 
position It is true l^at landlords and traders everywhere 
play a considerable rdfe m helping certam fannras with credit, 
but the former are being mcreasingly ehmmated and the latter 
provide only short term capital Nor have the banks been 
able to deal with the problem adequately Bankers were. 
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therefore, often charged with lack of sympathy for the fanner 
and an unduly ngid procedure This was so even m Great 
Bntam, where a recent committee discovered that some 
£25,000,000 were lent to fanners by the banks It is doubtful 
whether withm the existing banking system more could have 
been done The graver cnticism hes elsewhere The loans 
granted by banks were not really very cheap to the borrower, 
even when nominally at low rates of mterest, because granted 
for short penods only The risk of non-renewal was so great 
that to avoid it the borrower would often be wiUmg to pay a 
higher rate of mterest The usual conflict between borrowers 
who are eager for long time credit and the banker who is 
ivilling to lend for a himted short time mevitably arose Even 
where the latter is satisfied that the secunty is sound he will 
tell his chent that it is not the busmess of a bank to lend on 
mortgage He must not lock up his money He is holding 
the funds of depositors, and must always be ready to meet 
considerable demands at short notice Fortunately between 
these two extremes, between the wi lling but graspmg money- 
lender and the unhdpful banker, there grew up more satisr 
factory alternatives 

\^Tiat are the chief characteristics of the usual methods of 
obtammg these credits ^ The difficulties of direct dealing be- 
tween the lender and the borrower are enormous How are 
the would-be borrower and the would-be lender to meet^ 
^\^lat IS the hkehhood of the period of the loan which is satis- 
factory to one bemg convement also to the other ^ How amve 
at the rate of mterest^ Smee personal estimates of character 
are involved, what is to happen if one party to the contract 
dies ^ How arrange if either party desires to brmg the busmesss 
to an end before the period ongmally agrppd upon^ But even 
if these difficulties were overcome, the morigage once effected 
lacked liqmdit5’', smee it was very difficult to transfer it to some 
other lender It was expensive to brmg mto bemg, and it ^vas 
verj’ costly— -practically impossible— to change its ownership 
In Great Bntam and m other countries, the system of dis- 
posmg of mvestable capital on the advice of and through 
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soliators became entrenched precisely because the direct 
method was impossible Nor was this method altogether 
satisfactory The procedure was apparently simple, but actu- 
ally very complex As likely as not, the sohator did not 
speaalize m this type of work and had no adequate machmery 
for deahng with it He therefore went m search amongst 
his chents, finends, or acquamtances for someone to lend the 
necessary sum It would, mdeed, be a rare comadence if he 
could find a lender of the required amount without much 
ado It was more likely that if a chent wanted a mortgage of, 
say, £2,000 on his house or farm for 40 years, the sohator 
might have to find two or three lenders to ]om m makmg the 
loan Then there might be difficulties about the period of the 
loan, and negotiations would have to be undertaken to shorten 
It All this mvolved considerable expense In recent years 
this primitive device has been greatly improved The soha- 
tors of Great Bntam have formed a speaal organization, a 
sort of deanng-house where they meet one another A regis- 
ter IS kept m whidi dients desmng to borrow or lend on 
mortgage are entered, and frequentiy then wishes can be 
quickly satisfied 

A more elaborate organization for providmg capital for real 
estate purposes began to grow up at an early date This pro- 
vided for co-operative borrowing through groups who sought 
the aid of banks, insurance compames, and mortgage com- 
pames on then jomt habihty, and later these developed mto 
a more elaborate market of borrowers and lenders which m- 
cluded specialized banks This phase was only possible where 
the atizens of the country to which the borrowers belonged 
were m a position to lend the necessary capital These vanous 
methods of providmg this form of credit should not be regarded 
as necessarily foUowmg one another chronologically In some 
countnes all these methods sprang up at about the same 
time, and contmue to function side by side to-day 

Of course, as the insurance compames, saving soaeties, 
buildmg soaeties, and mvestment trusts grew richer anri more 
powerful and were able to provide loans on mortgage, the 
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individual borrower or his sohator had his task greatly faah- 
tated And, indeed, the existence of these wealthy organiza- 
tions offered a partial solution to the problem mvolved during 
the decades immediately preceding the war Savings banks 
and msurance companies were glad to have this type of long 
time security always available They did not need to trouble 
about them until maturity The savmgs banks prefer to have 
the bulk of their mvestments m long term securities such as 
bonds and mortgages, and msurance companies also hold a 
very high percentage of them Both are more concerned about 
the security and the 3ueld they can obtam than about the 
liquidity of their resources Depositors m savmgs banks are 
not, as a rule, allowed by law to make heavy and unexpected 
withdrawals, whilst msurance compames can determme m 
advance what portion of their assets should be m liquid 
form, and how the maturities of their mvestments should 
be arranged, or they even pay maturmg obhgations out of 
the newly-collected premiums In recent years Amencan m- 
surance compames have mvested more m real estate mort- 
gages than m any other smgle type of security In 1925 over 
41 per cent was invested m this way It should be noted, 
incidentally, that both savmgs banks and msurance compames 
have a certam advantage m grantmg mortgages where they 
arc dealing with their own depositors or chents They know 
something about then: rehabihty and about their resources 
The special safety of real estate mortgage mvestment has 
long been officially recognized Many States such as Massa- 
chusetts and New York permit savmgs banks to mvest as 
much as 70 per cent of their deposits m first mortgage on 
impro\cd real estate located wthin the State and not exceed- 
ing 60 per cent of its value Insurance compames, too, arc 
allowed to mvest a substantial portion of their funds in such 
mortgages ^lany States regard these mvestments as proper 
for trust funds Under normal conditions and with proper 
care not only is the principal safe, but the mcome is secure 
It w ill be no suipnse, therefore, to learn that it was customary 
for considerable English funds to be mvested m Amencan 
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mortgages Tintil recent years But the mortgagee of property 
on a large scale cannot sit still and merely collect mterest and 
prmapsd as they fall due He must see to it that depreaation 
IS properly dealt with, that taxes are duly paid, and that 
adequate insurance on the property is met This may necessi- 
tate the exammation of title deeds and other documents An 
eye must be kept on property values m the given locality, and 
this may mvolve periodical, perhaps annual, appraisal charges 
In any case borrowers will occasionally become msolvent, and 
it may be unwise at that tune to force a sale of property It 
will be desirable then to admmister it for a tune A special 
orgamzation will be necessary if these activities are to receive 
proper attention But it is mamfest that the mdividual lender 
is not m a position to do this whilst the msurance companies 
and savings banks oppose keepmg more than a moderate staff 
for these purposes 

In the USA the work of the sohator was often done by 
local mortgage compames, but they lacked sometimes his 
rehabihty and his reputation for conservative judgment. In 
addition, all the same objections apphed to them as to him 
Yet they had their necessary middleman function, especially 
when the bigger financial organizations came mto bemg Of 
course, large insurance and mortgage compames can examme 
with care the statements of these local mortgage compames 
They mvestigate thoroughly all mortgages offered to them, 
they have madunery for a penodic check on the operation of 
their agents through re-appraisals, and as they devdop, may 
assume a further and very valuable economic function They 
may offer to guarantee the prompt payment of prmcipal and 
mterest, to collect the sums due from the borrower, and to 
see that the contract under the mortgage deed is properly ear- 
ned out Of course, the value of this guarantee depends upon 
the size and reputation of the insurin g agency If a number of 
its mortgages are bad its guarantee may m hme of need prove 
valueless, smee it is likely to go bankrupt Nor is a s mall local 
concern likely to inspire much confidence But a number of 
large rehable guarantee compames have recently developed 
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which have gamed a high reputation, and mortgages guaran- 
teed by them have a certam amount of hqmdity That this 
type of busmess has grown enormously m recent years is 
demonstrated by the fact that m 1928 there were about 1,500 
companies m the Umted States selling guaranteed mortgages 
or mortgage certificates These mortgage companies repre- 
sent an mtermediate stage between &e direct purchase of 
mdividual mortgages and the purchase of bonds of a mortgage 
bank They have the merit of sparmg the mortgagee a great 
deal of administrative work m selecting and supervismg mort- 
gages, and at the same tune offer him an additional guarantee 
This has the great advantage of rendering the secunty more 
liquid, for it should be noted that although msurance com- 
panies and savmgs banks are not so dependent on hold- 
mg hquid mvestments as other financial organizations, they 
regard them, other thmgs being equal, as an advantage 

^^^len a mortgage company which carries out these func- 
tions also goes to the pubhc for loans by offermg the mort- 
gaged property as secunty and issues bonds guaranteemg a 
fixed yield, then it may be said to have gone a stage nearer 
to becoming a mortgage bank or mortgage institute The one 
substantial difference that remains is this, the mvestor is still 
interested m a speafic piece of mortgaged property, whilst the 
mortgage bondholder has a part interest m a senes of different 
pieces of property 

For an ideal form of long term loan there was necessary 
not merely the mortgage bank, but a special mstrument — ^the 
mortgage bond It could be employed for securing the neces- 
sary long term funds The method of financing through mort- 
gage bonds on a large scale grew up when the mortgage banks 
discovered that this was the best device for obtammg long 
period mvestment by the public But, historically, the mort- 
gage bond came before the mortgage bank, and was issued by 
a German co-operative association to its members From the 
inception of this t5'pe of bond in Prussia there was a clear 
conception of the nature of this security, but its development 
and the foundmg of banks issuing bonds in other countries 
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were the result of long experience Certain Dutch companies 
issued mortgage bonds to finance overseas plantations as early 
as the seventeenth century These, however, have no connec- 
tion with the modem development of these bonds which com- 
menced with the activities of the Freussische Landschaft after 
the Seven Years’ War 

In return for the capital loaned the bank issues its own 
bonds, which are, of course, homogeneous and fungible, 1 e 
they are exactly ahke m value These bonds may be issued m 
senes which will have varying matunty dates and different 
denonunations to smt the requirements of vanous types of 
mvestors They may be issued and sold at home, or they 
may be issued and sold abroad 

A mortgage bond may be defined as a pionnssory note, 
repayment on which is due after a long penod, secured by a 
number of mortgages held m trust It is desirable to empha- 
size the significant distmctions between mdividual mortgages 
and mortgage bonds In the case of the former there is a 
specific security, a specific mortgage on a defimte parcel of 
real estate, on a given piece of land, or on a house or a factory 
But the mdividual mortgage bond has, as a rule, no specific 
security ^ There is a general cover consisting of a large num- 
ber of dauns against undifferentiated pieces of land as well as 
agamst any other assets owned by the issuing mstitute The 
mortgage is tied to a particular piece of property, whilst the 
bond IS not The holder of a mortgage may, therefore, pro- 
ceed himself to foredose the mortgage if the mortgagor is m 
default The bondholder’s rights are customarily exposed 
through the medium of a trustee As a dass, bondholders are 
secured preferred creditors with property pledged equal to 
about twice the amount lent Like other dasses of debenture- 
holders they are creditors, and not, hke shareholders, partners 
m a firm The purchaser of a mortgage bond obtains from the 

In addition to the general security, sometimes a ^ecific security 
IS added In the Umted States, however, bonds axe frequently issued 
against a single building The first-class security obtained from invest- 
ment in a large number of mortgages is sought to be obtained also m 
this case but by other means (See Chapter XI ) 
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issuing bank a definite rate of dividend and repayment of his 
prmcipal at a specific price at the ei^iration of a given penod 

The mortgage bank has then certam well-estabhshed func- 
tions both as a lending and as a borrowing organization It 
must select, appraise, supervise, and administer mortgages, 
It must collect instalments from mortgagors, it must use its 
resources m the best manner This reqmres speaal knowledge 
and machmery Smularly, the function of collectmg the sav- 
ings of individuals by inducmg them to mvest m its bonds 
called for additional quahties in the management and appropri- 
ate devices This aspect grew more important when it was 
desired to obtam funds m foreign countnes 

Let us note the procedure adopted when bonds are issued 
The mortgage bank grants loans out of its own capital on the 
batch of first mortgages on real estate offered In Denmark, 
certain mstitutes issue bonds on second mortgages^ These 
mortgages are deposited with trustees, and bonds are issued 
against them in convement denommations and maturities in 
much the same way as they are issued by Governments, and 
public utility or mdustnal companies 

As the mstitute exhausts its available funds, m Germany 
and in tlie U S A , it goes, as a rule, to the trustee and offers 
him a group of first mortgages to be used as collateral agamst 
a new loan, i e agamst a new issue of bonds If the trustee 
m some countnes, or the banker himself m others, is satisfied 
with the diversified parcel of first mortgages owned by the 
institute and h3q)othecated with him he accepts them as 
secunty for the new issue The public is then mvited to sub- 
scribe to a properly mvestigated, well-secured loan In France 
and in many other countnes the mortgage institutes may 
issue bonds before havmg acquired the corresponding mort- 
gages But m such cases only a short mterval is permitted m 
which the bonds are not actually covered by mortgages It 
should be noted that whilst the senes of bonds are specially 

* In Gcrmam second mortgages are sometimes furnished by the 
••pubhc" mortgage institutes, pro\'ided that they are additionally 
guarintccd b^ the Pro\unces This is done also by the Jewish Agn- 
Lultural and Industnal Aid Society of New York 
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secured Isy these specified mortgages, nevertheless they are 
obhgations of the mortgage institute They are secured by its 
total assets 

The mortgage bank, like the ordmaiy commercial bank, is 
not an mteimediary m the strict sense of that word It is 
true that it stands between the borrower and the lender, 
mobilizing a large number of small amounts mto a fund and 
directing it mto the channel m which this accumulation should 
be poured, but it is not a broker The borrowmg busmess is 
quite separate from the lendmg busmess, and the bank has 
an mdependent position towards both parties It is not simply 
a case of the bondholder’s capital bemg lent to the borrowers 
throu^ the bank Thus there need be no close relation be- 
tween the penod for which the loan is granted and for which 
the bank borrows, although both are, as a rule, for a similar 
penod 

The capital structure of mortgage banks differs from that ! 
of commercial banks The latter generally have only one 
type of secunty, then capital, but the mortgage banks have 
two, then capital and the bonds they issue, which, as a rule, 
IS the larger and more important amount But the sums ob- 
tamed by way of bonds do compare a httle with the deposits 
of the commercial bank, although they are not obtamed fairly 
easily and m certam circumstances almost automatically likp 
the latter Whilst the commercial b ank can lend most of its 
funds only for short periods, smce its foremost duty is the 
satisfaction of its depositors, the mortgage bank is m a posi- 
tion to grant long penod loans Custom or law dictates that 
the former shall mamtam certam reserves to liabilities, the 
percentage ranging, as a rule, between 10 and 20 per cent of 
totol deposits ^ In a similar manner, custom or law mam- 
tams that there shall be ten to twenty times more bonds tTmn 
capital The busmess of the mortgage b ank has more m 


4. the average percentage of current accounts 

TO deposits of the Midland Bank was 55 3, in Germany, for 
TOe five laxgMt banks, it was 4330/, The Deutsche Bank has 
« 5% of capital and reserves to total assets The Discontogesellschaft 
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common with that of the savings bank than with the deposit 
bank, although the differences too must be noted Like the 
savings bank it gathers funds from many sources, but, whilst 
the savings bank collects the small sums of those who open 
an account, the mortgage bank approaches the capital market 
The savings bank employs its resources m certain legally 
authonzed securities, in mortgages and Government bonds, 
whilst the mortgage bank speaalizes m real estate and com- 
munal loans Both make a promise of a fixed rate of return 
They both work under dose governmental supervision 

What are the advantages of the mortgage bank and its 
mstrument, the mortgage bond? 

The speaahzed machmery of the mortgage bank enables it 
to investigate the mortgages offered, the i^ue of the property, 
the marketability and the credit worthiness of bonds, the 
issue and redemption provisions It is m a position to know 
on which property it can safdy lend Its distnbution of loans 
on the basis of a great number of mortgages lessens the ele- 
ment of risk Moreover, it is large enough and rich enough 
to grant mortgages on large estates, on big offices and apart- 
ment houses 

The mortgage bank, with its collection of well-sdected mort- 
gages and the steady mcome from the heterogenous aggregate 
of loans it has granted, converts these mto a large issue of 
standardized bonds yidding a fair steady mcome The first 
mortgages behmd these bonds and the general resources of 
the bank offer almost certam safety Qearly, such bonds axe 
likdy to be and are, m fact, under normal circumstances, 
readily negotiable They obtam a national and even an mter- 
national market This has been of special assistance to the 
countries which lack capital, and where large msurance com- 
pames and savmgs bai^ were not available The mortgage 
bank enables the mvestor to mvest his savmgs m real estate 
\wth ease, m a security which reqmres little supervision on his 
part The mdividual mortgage is a matter for the judgment 
of a specialist But the mortgage bank and the mortgage 
bond may be judged like ordinary mdustnal undertakings 
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or banks— tbrougli the published balance sheets, their earn- 
ings and dividends, the reputation of their directors, the 
history of the undertaking The average investor does not go 
bdbind these He is, perhaps, ignorant altogether of the true 
nature of this type of security ^ He can recover his capital at 
will by selhng his bonds on the market without disturbing the 
borrowers who received loans 

The expert knowledge of the mortgage bank, its large scale 
administration, and its general famhties, enable the borrower 
to obtain a loan on a sound mortgage m the speediest manner 
and at the lowest rate So numerous and wdl appreciated are 
the advantages of this machmery for financing loans that 
many local authonties use it for communal loans The fact 
that it makes capital available at the lowest possible rate is 
to them its chief aduevement It is true that high rates might 
be borne by agriculture on favourably situated lands But, if 
a succession of bad crops is sustamed the distress of agricul- 
tural areas is very senous In the loi^ run agriculture can 
work successfully only if loans are obtainable at low rates 
These general considerations are supported by the following 
ascertamed fact The Umted States Department of Agncul- 
ture has estimated that whilst m agnculture the output m 
any one year is about 25 per cent of the capital mvested, m 
mdustry it is 100 per cent ^ The mterest charged for the loan 
of capital IS, consequently, of exceptional importance m agri- 
culture It IS not merely the pecuhar psychology of the farmer 
that has made him so sensitive to the rate of mterest 

H^h mterest rates have a harmful effect also on house anH 
busmess property This imght be illustrated by reference to 
the USA even under the latest conditions where capital for 
these purposes has been available in considerable amounts 
Before the Stock Exchange crash of October, 1929, mterest 
rates were high "In the buildmg fidd mdications have 

Only an exceptional stock exchange broker is likdy to know 
^ything about the difierent '^^es of organization of mortgage banks, 
tneir naents and dements But the question of marketability is taken 
up m detail m Chapter IV 

* Year Book, V S Department of Agnculture, 1926 

3 — («o8x) 
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become more pronounced that the high level of money rates 
and the difficulty of raising funds on real estate bonds and 
mortgages is senously checking new projects m many locahties 
Apartment and residential construction has suffered the most 
marked falhng off, while mdustnal plants and pubhc utihty 
mstallations which can be financed through stock issues have 
been least affected ^ 

It will be useful to summarize the argument in tbs 
chapter 

Real estate credit, although part of the general market for 
credits, is organized by special machmery It is mvanably 
based on the security of first mortgages, which are pledged 
as a guarantee for the payment of interest and the repayment 
of capital 

Recent economic developments have resulted m an m- 
creased demand for credit for these purposes Precisely the 
same conditions wbch ongmally led to the development of 
mortgage credit m Germany are stimulating its use m many 
countries to-day For countries poor m capital, eager to hasten 
their economic growth and to compete with powerful competi- 
tors, the use of then land and property as a basis for credit 
enables them to force then growth Many of the new and 
more backward countries of Europe anxious to hasten the 
development of then mtemal resources which are cbefly agn- 
cultural, established or favoured the establishment of mort- 
gage bond institutes Certam Latm Amencan countries have 
just begun this devdopment “ 

Of the different methods of providmg this credit the mort- 
gage bond has obvious advantages, and espeaaUy because it 
is able to satisfy the requnements of lenders as well as the 
needs of borrowers It is dearly preferable that there should 
be an orgamzed market where borrowers go for long period 

The Circular of the National City Bank of New York, October, 1929 
It IS well known tiiat construction works the building trades are 
amongst the first to fed the effects of the high money rates which 
characterize the boom penod (See Chapter VII ) 

^ In the richer countnes, the USA and Great Bntam, the difficulties 
of agncnlture led to the establishment, with Government aid, of 
specialized mortgage mstitutes to serve this mdustry 
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mortgage loans with certamty, with httle trouble and expense, 
and at a low rate of mterest 

Investments m real estate are no longer matters of personal 
airangement necessitatmg detailed personal judgment, they 
have become part of the organized capital market, and there 
exists to-day an active mterest m certain mortgage bonds m 
local markets, and some mterest m the leadmg issues in all 
the money centres of the world 



CHAPTER II 


TYPES OF MORTGAGE INSTITUTES 

Agricultural and mdustnal communities axe everywhere 
developmg on much the same hues, and the methods of bor- 
rowmg and lendmg are broadly very similar Of course, cer- 
tam national characteristics and pecuhanties persist m the 
financial organization of difierent countnes Thus, the sub- 
stitution of specifically designed bodies m place of mdividuals 
as moneylenders on the security of real estate did not neces- 
sarily mvolve the immediate adoption of the device of the 
mortgage bond m all countnes, nor are these bonds eveiywhere 
exactly alike In this chapter it will be our task to analyse the 
difierent t3^es of mortgage bond institutes which have been 
developed, and proceed m later chapters to the examination 
of the bonds they issue 

Mortgage bonds might be issued, it is true, by bodies other 
than mortgage banks In practice, however, they are generally 
associated with this special type of bank, or with the mortgage 
department of a bank cariTing on, m addition, credit bankmg 
The former are known as pure, and the latter as mixed, mort- 
gage banks ^ 

The considerable demand for long term real estate credit, 
and the recogmtion that the mortgage bond issumg institute 
was the method of satisf3nng it at a reasonable rate of mterest, 
led at a very early date to a demand that governments should 
encourage its development 

In few countnes was it found possible or desirable to resist 

I The mixed mortgage bank, which combines two different types of 
business-blending on ^ort and lending on long term — ^is tendi^ to 
become less usual The advantages seem to be less than the disadvan- 
tages In South Germany, where they were once common, no additional 
mixed banks are to be instituted in the future, although those in 
existence are allowed to continue The chief mixed banks are the 
Baynsche Hypofheken und Wechselbank, with capital and reserves 
of 65 million marks and dq>osits of 239 millions, Ihe Baynsche Vereins- 
bank, with capital and reserves of 42 mdlions and 197 millions deposits 
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the pressure of the agncultural interests which were the prime 
movers m the demand for the estabhshment of such insti- 
tutes The State, therefore, lent its assistance by issuing 
special regulations, or by directly controlhng the mortgage 
institutes already m existence m many countnes, or by institu- 
tmg them where none previously existed, whilst a few con- 
tmued to withhold their support This was due to other 
banking developments makmg them uimecessaiy, or because 
of the Imgermg influence of laisser-fatre ideas ^ Speaal legal 
and administrative measures were also taken for ensuring that 
the banks should be m a position to meet their obhgations 
This supervision has gamed support for them smce they now 
inspire commonly confidence 

Histoncal cncumstances and pohtical considerations have 
frequently been important factors m causing the great vana- 
tions m the mortgage institutes which have grown up They 
do not constitute a single unified class as is so frequently 
beheved 

Mortgage banks may be classified as regulated or unregu- 
lated, dependmg on the attitude of the State towards them 
The mortgage bond busmess may be free, 1 e not subject to 
speaal regulations, as m Holland, where any company may 
issue bonds This type of unregulated issue places the mort- 
gage bond m the category of an ordinary contract It will be 
mterestmg to note how far the uncontrolled bank has, m 
practice, voluntarily assunfiated itsdf to the legally controlled 
type ® In most countnes, however, the issue of mortgage bonds 
has been regulated by speaal law Regulated mortgage banks 
may enjoy a legal or de facto monopoly, the State may confer 
the nght of grantmg mortgage loans financed by bonds to 
one mstitute only, m the same way as it endows the central 
banks with the exclusive monopoly of issuing notes This 
has been the pohcy adopted in France and m Spam Or, the 

1 This IS comparable to the attitude of Governments towards savings 
b anks and insurance compames, as wdl as with merchant shipping 
labour legislation Although, like them, opposed in certain countnes at 
an early penod, experience has proved diem, on the whole, beneficial 

* See Holland, page 194 
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regulated banks may be subject to competitive conditions, 
certam institutes bemg allowed to issue bonds under specified 
regulations Tbs method has been adopted m different forms 
by Germany, and by the U S A for the Federal Farm Loan 
System Banks 

Regulated mortgage institutions may be private joint-stock 
compames, organized either as pure mortgage banks or as 
deposit banks with a real estate credit department, workmg 
pnmanly for the benefit of the shareholder, as State banks,' 
concerned equally with the advantage of the investor and 
with that of the borrower, or as co-operative associations, the 
latter workmg exclusively for the benefit of the borrower 
The jomt-stock mortgage banks were the last to be estab- 
lished They based themselves largely on the expenence of 
the early co-operative associations and the later State-admims- 
tered institutions 

The form of organization is not entnely mdependent of the 
system of regulation It would seem that the same forces that 
make for State mtervention favour also, as a rule, the develop- 
ment of the co-operative prmaple and vtce versa In most 
countnes where the regulated system is m operation, the 
mtervention of the State has not hmited itself to laymg down 
regulations for the jomt-stock compames and to brmgmg mto 
existence State banks, but has also made possible and helped 
to develop co-operative associations, whereas, m countnes 
where a latsser fatre pohcy dommated, pnvate jomt-stock 
compames alone have been developed 

A clear distmction should be drawn between State banks 
owned and operated by a central or local pubhc body, and 
other forms of direct State mtervention The government 
may guarantee the bonds and grant subsidies to or take part 
m the administration of co-operative banks and even of jomt- 
stock compames Thus, the Credit Foncier de France, a 
pnvate jomt-stock company, has been endowed with a con- 
siderable State subsidy , the government, on the other hand, 
not merely supervismg the bank but takmg part m its adinmis- 
tration The bonds of another pnvate jomt-stock company. 
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the Mortgage Bank of Cyprus, enjoys a government guarantee 
The British anabgous organization, itie Agncultural Mort- 
gage Corporation, has the advantage of a subsidy, and its 
debentures are recognized as a trustee security 
There are clearly a considerable variety of forms and degrees 
of government regulation, supervision, and mtervention The 
considerable confusion m the literature on this subject arises 
from the abbreviated expression “State bank,” frequently 
used when some form of intervention only is meant As to the 
co-operative institutions. Government subsidies are granted to 
the Huiiganan and the Finnish mortgage credit associations, 
and to the government guaranteed bonds issued by the Danish 
Land Credit Associations, and by the co-operative Land Mort- 
gage Bank of Warsaw 

Let us note bnefly some of the mam characteristics of the 
Government, co-operative, and jomt-stock mortgage institutes 

Government banks m Germany and Denmark, m Spam and 
Portugal, m the Argentme and m other South American coun- 
tries, were established previous to the war and provided loans 
against mortgages On the basis of mortgages, bonds were 
issued, loans were granted, and the borrowers repaid through 
their yearly instalments These bonds were then bought up 
and cancelled Smce the war there has been a tendency for 
the pubhc authorities to mtervene more and more in providing 
rural credits, smce the ordinary joint-stock mortgage banks 
specialize, as a rule, m urban real estate credits The Tngin 
object of mtervention by the Government or by local author- 
ities is to help to raise capital, but they may also aid m 
reducing the rate of mterest in a number of ways 

National Government institutes have the advantage of 
operating over a large area and this tends to dimmate risks 
Also, both national and local State-owned institutes are con- 
cerned with long time considerations They maintniTi a stable 
rate m the face of temporary fluctuations These bodies may 
also enjoy a direct money subsidy, or at least a subsidy m the 
fact of admmistrative costs being provided free or at a reduced 
rate They are guaranteed the authority m charge of them 
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The dose supervision of these banks by the government gives 
them an additional secunty which makes their bonds more 
attractive to certam types of cautious mvestors They are 
frequently used as repositories for the funds of savings banks 
and of certam government funds, and even given the advan- 
tage of being treated as trustee investments Lastly, they are 
not concerned to show any profit, so that economies may be 
devoted to reducmg the rate of mterest By making these 
bonds secure, by direct and indirect subsidies, and by plan- 
ning for long periods, they can be issued at a pnce which 
gives a relatively low jneld If the mstitute borrows at a cheap 
rate it is dearly m a position to lend at a low rate But, of 
course, if any government bank proves by its actions once or 
twice that it cannot be rdied upon to redeem its obhgations, 
then the nsk bemg high it will be able to borrow only at a 
high rate 

The co-operative associations issue mortgage bonds for which 
the landowners hold themsdves ]omtly and severally hable 
In their earh^ stage, each member was hdd hable to the total 
value of his assets for the debts of the co-operative association 
This was mtended to mcrease then safety Nowadays, his ha- 
bihty IS hmited, as a rule, to the amount of his own loan, or to 
that part of it still outstandmg, or even to his share m the 
capital Thus, the habihty may be related to his debt as a 
borrower, or to his holdmgs as a shareholder 

The association bemg organized for mutual benefit, no profit 
IS meant to be made on the busmess The mterest obtamed on 
the mortgages is only shghtly higher than the mterest on the 
bonds, the difference bemg sufficient to cover the eiqienses of 
management and to collect a small surplus as a guarantee 
fund Such associations were devdoped first m Germany, 
Hungary, Sweden, Denmark, and Rumama have followed t^ 
modd, mtroducmg certam modifications They sometimes 
obtam State support and are, as a rule, subject to State 
supervision These associations, together with the State banks, 
supply the major portion of rural credits 

Correspondmg to these co-operative assoaations interested 
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m rural credits, there are in Germany, Finland, Hungary, 
and m certain South Amencan countnes co-operative 
associations specializing m the issue of mortgage bonds for 
real estate m the tovwis Their members are entitled to raise 
loans on mortgaging their city premises The object, as a rule, 
IS the financing of house building Sometunes they enjoy a 
communal guarantee, and even an additional provincial or 
State guarantee In such cases these guarantees of security 
are added to those of the mortgage, the bank resources, and 
the jomt liability of members of the bank 

It IS only m the post-war period that the co-operative 
orgamzation has been extended to the financmg of mdustnal 
mortgage loans Jomt-stock banks have, as a rule, refused 
this type of secunty The mdustnal mortgage banks, organ- 
ized generally as mutual association, subsidized or guaranteed 
by the pubhc authonties, grant loans on the real estate and 
sometimes on the general assets of small or middle-sized m- 
dustnal undertakmgs They are to be found m Germany, 
Finland, and Hungary 

It should be noted that these former types of bank or 
pubhc mstitution provided, as a rule, a special advantage to 
the bondholder In the case of State banks there is the guar- 
antee of the pubhc body, whilst the co-operative bank offers 
the additional secunty resulting from the jomt habihty of the 
members^ 


The pnvate jomt-stock mortgage banks, stiU the predomm- 
ant type m the urban real estate busmess, do not offer these 
additional advantages As a rule, even when they are subject 
to f^-reachmg regulations and supervision, they are not sub- 
adized nor guaranteed by the pubhc authonties, nor do they 
ow ^y of the other features of co-operative associations 
Like other jomt-stock compames they have to rely exdusivdy 
on ^eir own capital and reserves On the other hand these 
banks can choose more freely to whom and at what rate they 
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Wish to lend , they can be more busmess-hke m their activities, 
it has been argued, than State or mutual association institutes 
They are freed from pohtical considerations, and need pay 
little attention to personal dements of a non-commercial 
kind 

The Credit Fonaer de France, founded m 1852, was the 
first mstitution formed on the modem basis, 1 e of a limited 
liability company issuing debentures for an amount corre- 
spondmg to ihe mortgages held by it But the Credit Fonaer 
has qualities which prevent it from bemg regarded as typical 
of the ]omt-stock compames based on its modd, the State 
subsidy, the part taken by the State m its administration, and, 
above all, the de facto monopoly of bond issue place it m a 
separate category It may, therefore, be preferable to look 
for the type of ]omt-stock regulated bank to Germany, or to 
the U S A Federal Farm Loan System banks, to the Scandi- 
navian countries, the Middle- and East-European countries, 
to Middle and South Amenca, or to various parts of the 
Bntish Empire 

In Holland, where the unregulated mortgage bank prevails, 
it does not differ m legal form from any other ]omt-stock 
company The regulated banks of other countnes show, there- 
fore, special diaractenstics which the unregulated banks lack 
In addition to the directors and the actual management, 
speaal provision is made for the supervision of the busmess 
m order to protect the bondholders In most of the countnes 
a standmg committee of auditors or a fiduciary agent is 
appomted to control the grantmg of mortgages and the issue 
of bonds m accordance with the regulations This protection 
is, of course, not to be found m the Dutch banks 

But no matter what type they belong to, the mtemal organ- 
ization of the mortgage bond banks depends entirely upon its 
particular function and, therefore, can be discussed adequatdy 
only m connection with the scope of its busmess 

An essential distmction must be drawn between those coun- 
tries which have estabhshed a central bond issuing institute, 
and those which have a decentrahzed S5^tem IBtherto we 
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have discussed mortgage banks grantmg loans to their own 
customers, which they finance by the issue of their own bonds 
But another type of arrangement is possible The lending of 
mortgage loans requires detailed knowledge of the local condi- 
tions which a national centrahzed institute is not likely to 
have It will, therefore, have to rely on its branches and 
agencies These may not prove to be as satisfactory as the 
local banks This is the view commonly held with respect to 
the centralized Credit Fonaer de France, and other countnes, 
therefore, have rebed on a more decentralized organization 
for grantmg loans The central institution issues Ibe bonds 
Then it transfers the funds obtamed by their sale to the 
mortgage credit orgamzation afiibated to it which finance 
mortgage loans These credit orgamzations either deposit 
then mortgages as security for the funds which they borrow, 
or they furmsh it with their own bonds based on these mort- 
gages The central institute may be endowed with the exclu- 
sive monopoly of bond issue like the Royal Swedish Mortgage 
Bank, granting loans to the district associations upon the 
assignation of mortgages, or it may compete with other banks 
like the Federal Farm Land Banks 
This division mto a central issuing institute and a decen- 
tralized organization of credit-grantmg bodies proves par- 
ticularly advantageous when the home market is too weak 
to provide the necessary funds and the foreign market ha-s to 
be approached, for dearly the large national organization is 
better known and hdd to be more trustworthy 
Mortgage banks are used for the finan cing of city real estate 
credit because there is a lack of capital, for example, m the 
impoverished European countnes and m some of the new 
countnes obtainable through the customary rhairnpig Tt> 
the USA, where the ]omt-stock mortgage banks have of late 
been very active m this field, it is because of the extreme 
mconvemence of having hundreds or thousands of jomt-stock 
limited companies approaching the ordmary underwnters to 
undertake to raise funds on their behalf A group of speaal 
underwnters dealing with real estate have crystallized out. 
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and they, together 'with the guarantee companies, enable the 
small mortgage banks to place their bonds on the market ^ 
The demand for and supply of capital on real estate has, as 
we have seen, given nse to a nucleus of specialized institu- 
tions, such as banks, specific mstruments, bonds, and a 
class of experienced entrepreneurs But it is dear that whilst 
the standards to be apphed m the purchase of various kmds of 
bonds, mumcipal, railroad, and pubhc utihty, are famihar to 
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the mvestor, m a number of important countries the char- 
acteristic features of the mortgage bond are still little known 
Standards or tests need to be suggested whereby to judge 
mortgage bonds These tests must be contmuously valid, 
although they must be apphed to constantly changmg situa- 
tions This fact determmes the order to be adopted m the 
next three chapters which will be somewhat as follows The 
mam charactenstics of all mortgage bonds will be bnefly 
analysed under the three heads of security, marketabihty, and 
yield The purchaser of any secunty is concerned to know 
above all else how safe is his capital, how qmckly he can 
^Cf Chapter XI 

* An example of each type is given 
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recover his money for it, if he should be pressed and need it, 
and what rate of mterest will it yield him Before proceeding 
with this analysis let us summarize the discussion m this 
chapter m a table givmg an example of each of the mam types 
of mortgage bank. (Seep 32.) 

A further subdivision would be possible between pure and 
mixed banks Smce, however, most mortgage banks are pure 
this distmction is, nowadays, of httle importance 



CHAPTER III 

SECURITY 

Government supervision has largely determined the chief 
charactenstics of the mortgage bond It has had a marked 
influence on the scope of ^e busmess, and on the relation 
between the bank and the lender, and between the bank and 
the borrower The security on the basis of which mortgage 
bonds are issued is very narrowly restricted by custom and law 
In practice, the busmess of mortgage banks consists over- 
whelmmgly m the grant of loans on first mortgages of agricul- 
tural land, and on house and busmess property, i e there is a 
matenal guarantee for the good faith of the borrower When 
a customer borrows on personal security there is no safeguard 
other than his known personal character Agam, a loan against 
title deeds, even when they are left m the banker's hands, 
may not give him full legal right to dispose of them But a 
mortgage -concedes a legal secunty of great potency 
Besides grantmg loans on real estate, many mortgage banks 
have an extensive busmess of loan grantmg to mumapahties 
and communes, and to pubhc bodies m general Private jomt- 
stock compames as well as State banks grant these communal 
credits Co-operative associations estabhshed exclusively for 
financmg either agncultural or urban or mdustnal real estate 
do not, as a rule, undertake the grant of communal credit along 
with their other activities The subsidiary function of supply- 
mg these credits has in some mstances become temporarily 
even more important than their basic purpose as in France, 
where the total of mortgage credits outstandmg m 1929 
amounted to about three thousand milhon francs, and the 
total of communal credits outstandmg to about five thousand 
milhon francs Communal loans are financed either by the 
issue of distmct comm unal bonds or through the ordinary 
bonds The secunty may be the general credit standing of the 
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public body or a mortgage on specific land, or certam revenues 
may be pledged Dwellmg-houses and public utility under- 
fgViTigs ^ such as electricity, gas, and waterworks, are fre- 
quently financed by the issue of special communal bonds by 
villages, towns, counties, or pubhc utihty organizations The 
assumption by mortgage banks of this type of long term loan 
results from its similarity to the loan on real estate A steady 
mcome with which to pay mterest and redemption is avail- 
able The same type of machmery is adaptable for this pur- 
pose and, therefore, convenient Qearly, it would be costly 
for every small local authority to attempt to raise funds by 
gomg to the pubhc A swarm of small issues under favourable 
and unfavourable conditions would be hangmg over every 
large capital centre ^ At a comparatively early stage, there- 
fore, the mortgage banks took up this alhed busmess of grant- 
ing long term credits to first-dass borrowers ready to offer 
the best type of security In some instances they accept the 
mortgage of certam forms of transport property, such as local 
narrow-gauge railways 

Mortgage mstitutes frequently possess funds whidi they do 
not require for immediate mvestment m mortgages They are, 
therefore, permitted to engage m certam forms of financial 
activity They may utihze their free funds to acquire and sell 
existmg mortgages, or to buy their own mortgage bonds, 
which they do very frequently, or they may place them with 
qualified banks They may buy certam types of hsted biUs 
and securities, and even make loans on certam speafied 
securities They may, under conditions which will exclude 
liabihty, engage m certam sorts of commission busmess, such 
as the purchase and sale of securities for foreign account They 
are permitted m certam cases to receive deposits to an amount 
equal to 50 per cent of the paid-m capital of the bank But, as 
a rule, they are prohibited from encroachuig on the functions 

' We shall see that m Great Bntain certain municipalities must 
have their loans undervmtten The occasional iTiTinr-ftnrR of the local 
representatives makes them an easy prey to shaip underwriters in the 
City The whole question was raised anew by the Hatry case in 1929 
In the USA municipal loans are not financed by mortgage banks 
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of the deposit banks or of land dealers They must not, 
therefore, grant “credits” exceptmg on mortgage, and they 
are not permitted to acquire land unless it is necessary to safe- 
guard ihemselves against loss The scope of their busmess 
vanes shghtly m the different countnes 
The object sought by way of the governmental regulation 
and assistance is to enable these bonds to compete with first- 
dass government bonds m respect of secunty, marketabihty, 
and yield Vanous methods and devices were adopted to this 
end We shall here consider secunty first, and then market- 
ability and yield 

The measures taken to guarantee secunty affect, on the one 
hand, the relations of the iss mn g institute to the real estate 
owner, i e they are taken to safeguard the loans granted , and, 
on the other hand, the relations between the iss nm g institute 
and the mortgage bondholder, i e they are taken to mduce 
the potential mvestor to lend and to make his bond secure 
What are the relations between the Tssmng ' institute and 
the landowner who desires to borrow ? He is selected with 
care, his property is mvestigated, the amount loaned is 
himted, the mortgage is surrounded with speaal legal guaran- 
tees, and default is dealt with speedily Every device that 
experience has shown to be useful for Tna.king this type of 
borrowmg a sound busmess has been adopted 
Banks are thus obhged to be very strict m the exammation 
of property submitted as collateral for a mortgage, smce this 
constitutes the ultimate secunty for bondholders They have 
their own appraisers of property who take a broad view not 
only of present but of future values These are dete rmine d 
by its eammg capaaty They exaimne each piece of property 
offered m the same way as the mdividual lender would m- 
vestigate each mdividual real estate mortgage, but they have 
the advantage of speaal trainmg and wider eiqpenence 
A\hen appraismg property as a secunty for long term loans, 
long time considerations must be taken mto account Atten- 
tion must, however, be centred on present market values 
There is no smgle way of computing the value of all the 
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different kinds of real property The saence of appraisal, as it 
IS called, cannot be discussed here, although a brief reference to 
it must be made The chief methods are companson of sales 
pnces , a separate appraisal of land and buildmgs , and capital- 
izing rentals The first method is rough The property 
appraised is compared with the properties recently sold m the 
area The second is more elaborate and is, m fact, the most 
reliable Not only are the prices recently obtamed for similarly 
located land and building considered, but also the vanous 
items of value that go mto constructmg the building less 
depreciation for age, and allowance is made for vanations m 
depth and for comers The third is not very accurate by itself, 
but IS used as a check on one or both of the other methods 
Even for that purpose it must be refined by allowmg for 
periods of vacancies and costs of administration For statis- 
tical purposes agncultural and urban estates are valued on 
the basis of their rents and the previous pnces obtamed when 
a purchase occurred An appreciation of the underlying 
secunly of real estate would be obtamed from a detailed 
survey of rent statistics Unfortunately these are, as a rule, 
unsatisfactory For Great Bntam nothing but a bnef survey 
based on fragmentary data is possible 
From comments and estimates it is possible to obtam some 
mdication of the venation m agncultural rents m Great 
Bntam In 1790, los to 12s an acre appears to have been 
an ordmary rent, when a nse occurred which contmued until 
i8i 2, when the average may have been as high as 50s an 
acre Then began a rapid drop until, m 1830, the average 
was as low as 20s The tide then turned agam, and rents 
went up steadily until 1879, when the average was about 
35s The agncultural collapse m the last quarter of the nme- 
teenth century was seen m a drop of about 30 per cent, and 
by the dose of the century an acre had fallen to 25s During 
the war there was a great nse, and after 1920 there has been 
a catastrophic fall, not only m Great Bntam, but m the whole 
world of agnculture These figures must be considered, of 
course, m relation to the character of the buildmgs and the 

4— (3081) 
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capital sunk by landlord or tenant in the land Moreover, 
whilst a century ago in England the tenant provided tithe and 
paid heavy rates and taxes, the landlord now pays the tithe, 
rates are abolished, whilst the tenant is often free from lia- 
bility for mcome tax But even as they stand they show the 
order of magnitude of rent fluctuations 
An mterestmg comparison can be drawn between these 
variations m rents and the variations m the general levdl of 
pnces and of agricultural prices The latter rose up to 260 by 
1809 Then general prices fell, but the wars and a penod of 
bad harvests made the price of agricultural products soar 
General pnces fell with certam mterruptions until 1849 from 
260 to 107, whilst agncultural products fell only until 1830 
Bad harvests and the artificial aid of the com laws prevented 
a further fall Between 1850 and 1879 the general level of 
pnces rose to 158, at the same tune that rents rose Then 
both general pnces and rents dedmed until 1896, and began 
to nse before the war Smce 1920 pnces have fallen from the 
very high average during the war, nearly three times that of 
1913, back to that level In this profound agncultural slump 
agriculture, the most mdastic mdustiy, has been more severdy 
hit than other mdustries, and agncultural pnces have dedmed 
more than the general levd of pnces 
In Germany, too, the three decades between 1840 to 1870 
were, on the whole, an era of agncultural prospenty m which 
the pnce of products rose and the cost of production decreased 
Durmg the last quarter of the nmeteenth century there was 
a pronounced agncultural depression as m England, and smce 
the war there has been a similar catastrophic dedme of pnces. 

Rent of land does not fluctuate to the same degree as the 
general levd of pnces Moreover, as we have seen, m estimat- 
mg the value of land attention is paid not only to the rent, 
but also to the previous purdiase pnce, so that if the rent is 
rdativdy high a consideration of previous pnces will tend to 
bring it down, whilst when it is low, the same consideration 
will tend to raise its value It is not surpnsmg, therefore, to 
learn that agncultural property is regarded as bemg, on the 
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whole, more stable m value than mdustnal property, and 
almost as stable as Government securities In ma k i n g long 
term rent contracts, an average harvest is contemplated which 
allows for periods of prosperity and slump to cancel out 

llilany causes operate to change the value of real estate 
In the case of agricultural land it is clear that there is a world 
market for agncultural products, so that the opening out of 
large new sources of supply m any one country may lower the 
value of land m other countries The agncultural devdopment 
of North and South Amenca has had that effect on Europe 
A war may have great influence m an opposite direction 
Thus the Great War resulted m an unprecedented European 
demand for food products from then home growers and from 
the U S A Prices rose and the value of land m agncultural 
countnes went up With the fall m pnces m 1920 an acute 
crisis developed, and the value of land suffered an enormous 
dedme 

Withm a country, the construction of railways, the build- 
mg of ports, an mcrease m the population all tend to mcrease 
the value of agncultural land But the great engmeenng and 
biological mventions and discovenes have resulted m such 
an mcrease of ouiput that agncultural products have been 
declmmg relatively to mdustnal products Other factors are 
likely still further to depress agncultural pnces The agncul- 
tural revolution now proceeding m Russia promises to mcrease 
greatly the output of fann products There is also a likelihood 
that we have nearly reached a maximnni population m the 
western countnes With a stationary society on the one hand, 
and greatly mcreased output on the other, there is likely to 
be a fall m pnces Moreover, smce the amount of new gold 
available for monetary purposes is likely to fall away from 
1933. a general fall m pnces is to be antiapated which will’ 
further depress agnculture These tendenaes may be offset 
to some extent by the use of agricultural products for mdus- 
tnal purposes ^ 

Whether agncultural producers will be impoverished will 

1 Cf Appendix 
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depend not only on what happens to agriculture, but also on 
what happens at the same time to other prices It will depend 
on the relative dedme of agncultural prices to the general level 
of prices 

In urban property the value is affected by such consid- 
erations as mfluence the nse and dedme of whole areas and 
mdustnes Thus, m Great Bntam smce the war, the value of 
property m towns has been nsmg more m the South than m 
the North This is due to the extension of certam types of 
mdustiy Other factors are the mcrease m the size of popula- 
tion, changes m its character, dianges m the means of trans- 
portation, and the devdopment of new residential areas 
There is no evidence yet of any dieck to the mvasion of the 
towns from the country, so that town property is steadily 
nsmg A stationary population and a fall m pnces must tend 
to arrest the value of urban as of agncultural property 

The banks require from each prospective borrower an dabor- 
ate body of mformation rdatmg to the property mortgaged 
In Germany, for example, the foUowmg documents are pro- 
vided An extract from the land register giving full details as 
to the title and charges of the property to be mortgaged, 
official plan of site and fire msurance pohcy, a list of the 
tenants and a certified copy of the leasehold contracts, a 
certificate regarding the pre-war rentals of the property, 
valuation of the prepay by a certified appraiser, proof of 
the actual cost of purchase pnce, plans of the property 
approved by two surveyors, muniapal assessment of property 
tax, certificate of the value based upon 1913 assessments, 
certificate regardmg post-war valuation, certificate issued by 
the revalorization office regardmg claims filed 

Certam types of property are, as a rule, regarded as undesir- 
able secunty Thus, loans are not permitted on vacant or 
unproductive land Agam, properties which have only a 
specialized use, like mmes, quames, theatres, mills, factories, 
are not, as a rule, accepted as secunty at all or only to the 
amount for which they could be sold if needed for a different 
purpose We have noted, however, that certam specialized 
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banks have m recent years begun to e 3 q)ermient m the grant 
of loans based exclusively on industrial plants But they are 
careful to lend only up to 25 per cent of the value 
Mortgage banks generally restnct theu: loans to first mort- 
gages Expenence shows that this constitutes, as a rule, a 
guarantee ensurmg that the mortgagor will make good the 
loan^ 

Moreover, m many cases the borrower pledges not only his 
property but also his personal secunty He engages his private 
fortune other than the mortgaged property as additional 
secunty for the loan Sometimes the eqmty of a life assurance 
pohcy IS pledged as additional collateral The larger loans are 
m every case confined to people of standmg 
The law relatmg to mortgage banks may lay down a defimte 
limit as to the amount of bans to be granted, or may confine 
itself to certam general prmaples on the basis of whidi banks 
are to work out then mtamal pohcy It is customary to regard 
about 60 per cent of the appraised value of the property as 
the maximum, beyond which no loan should be made In 
Sweden loans are hunted to 50 per cent of the value of the 
mortgaged property This is aio the limit of the Credit 
Foncier In Denmark it is 60 per cent, while m Italy and 
Bdgium the limit is 66f per cent Smce the war mortgages 
are granted m many countries on an even more conservative 
basis In few cases will landowners be able to borrow more 
than 30 to 40 per cent of the value of the property The legal 
limit is, as a rule, a maximum On vme3^ds and forests the 
loan IS generally one-thud of the value of the property It is 
usual to make elaborate mquuy as to the purpose to which 
the borrower proposes to devote the proceeds of the loan In 
some cases borrowing may be due to want of forethought 
not to necessity A loan may, mdeed, lead to waste and even 
to luxury Certam it is that banks do not merely assinnp 

^ The purchase of s. house by means of u mortga.ge loan which is to 
be amortized is a qiecies of u^talment buymg, the nnftgspntiai differ- 
ence bemg that, as a rule, m the case of "the latter the shopkeeper, 
and m the case of the former the banker, has the nght to the 
property on which default has been made, 
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off-hand that all loans voU lead to unmediate mvestment m 
improvement and development 

The amortization of loans is frequently required It is usual 
^vlth agncultural loans, and \nth respect to aty real estate 
it IS generally insisted upon by the co-operative aty insti- 
tutes and other pubhc banks They require, as a rule, that 
mterest and amortization charges ^all equal about one-half 
of the mcome of the property 

Two main methods may be adopted for the extmguishmg 
of a loan instead of payment m full at the end of the penod 
stated The borrower may pay the mterest on the full ongmal 
amount of the loan plus a half per cent or more of the prmcipal 
per annum— a method adopted by the German Landschaften 
The part of the extra payment not needed for mterest and 
expenses is put mto a smkmg fund to redeem the mortgage 
bonds credited to the mortgagor Smce the accumulations to 
his credit depend upon the eammgs of the Landschaften from 
these sums, it is uncertam when precisely the bonds issued 
will be redeemed, but thq^ are calculated to be redeemed 
before a stated date Another method is adopted by the Credit 
Fonaer de France The annuity is determmed by the length 
of the credit, and the agreed rate of mterest, and remains the 
same duzmg the whole penod When a pa3mient is made the 
bank deducts therefrom the mterest due to itself, and apphes 
the remamder to reduce the prmapal of the loan The steady 
dmunution m the prmapal lessens the amount due m mterest 
so that capital repayment is maeased 

The operation of the smkmg fund is visible evidence that 
bonds are being redeemed, and that the capital bdbmd them 
IS safe It also guarantees another element of secunty Sup- 
pose that a number of the mortgages will have to be fore- 
closed Some of these foreclosures may be expected to occur 
comparativdy soon after the mortgage is granted, though this 
IS hardly likely, and some may occur later If then it is 
assumed that default, when it takes place, occurs on an 
average when tiie amortization fund has operated sufficiently 
long for half the loan to be repaid, Ihen, seemg that the 
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amount is perhaps a third or half the value of the property, 
it follovrs that even then the security is actually four or six 
times the value of the debt 

Failure to pay amounts due qmckly leads to the talong 
over of the property by the mortgage institute la Havana 
this may occur immediately upon default In Hm^aiy the 
waiting penod is three days The Credit Fonder may take 
possession m fifteen days, whilst m Amenca the rule is to give 
a loiter penod of grace. Property taken under foredosure 
proceedings must be promptly sold But m certain mid-Euro- 
pean countnes, where this has been undesirable m recent years, 
arrangements are made to hold and administer it until a 
propitious market is available ^ 

All these provisions for guaxanteemg secunty are regarded 
as necessary if the mam object of mortgage institutes, the 
provision of long term aedits on real property at a low rate, 
IS to be attamed But other regulations may also be laid down 
Thus m some countnes the margm between the borrowing rate 
of the institute from the mvestmg pubhc and the lending rate 
to real estate owners is specifically hmited In the case of ike 
Credit Fonaer it is six-tenths of i per cent, and of the Italian 
National Bank forty-five hundredths , m others it is i per cent 
This narrow Imut for administrative expenses is mtended to 
stimulate efficiency and economy Another set of measures 
IS taken to guarantee the secunty of the bondholder 

The specific secunty provided by the mortgages is h eld by 
the bank for the bon^older By vulue of the law the mort- 
gages recorded as cover for the bonds are pnvileged assets 
pnmanly securing the damis of the holders of mortgage bonds 
These claims are entitled to pnonty over those of the diare- 
holders and other creditors of the mortgage bank 

Provision is made to prevent excessive issue of bonds Those 
outstanding must be covered by mortgage to a like amount 
yieldmg at least the same rate of mterest If this cover is tem- 
porarily insufficient, arrangement is made for a supplementary 

* Certain cases occurred where considerable profits have been made 
oy those who were obliged to foredose on the property of mortgagors, 
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cover of cash or of first-dass secunties The total volume of 
the bonds m circulation bears a fixed proportion to the total 
of the paid-up capital and the reserve funds 
In Denmark, liie amount of bond issues outstandmg is 
limited to sbc times the amount of capital stock of the mort- 
gage mstitute, m Norway it is eight times, m Italy and 
Sweden ten times In Germany, twenty times the capital 
reserves may be issued as mortgage bonds, and of communal 
bonds and mortgage bonds together, twenty-eight timp-g of 
the capital As a rule the mstitute must apply lo to 20 per 
cent of its annual eammgs to surplus, unM to reaches 25 
per cent of the capital The sinking fund may be utilized to 
purchase part of the loan for immediate canreUgfinn or used 
for bonds drawn by lot, or may be regularly mvested and 
allowed to accumulate at compound mterest until the final 
date of repa3ment of the loan The mvestor gams, as a role, 
if bonds are purchased or redeemed, preferably the latter, for 
this tends to keep up their price nearer the figure at which 
they wll be ultimately repaid But, however operated, the 
smlong fund mcreases the secunty of the bonds 
The final hne of defence is the capital of the mortgage bank 
together with its reserves These are, of course, mvested and 
lent out on marketable secunties that ran be sold m an 
emergency In addition to these elements of secunty, there 
are often extensive pubhaty requirements whidh. go far be- 
yond what IS demanded of credit banks and other iypes of 
business The detailed balance sheets and annual reports pro- 
Mde a check on the sound working of these institutes 
All these regulations are, as it were, the legal and adminis- 
trative framework mto which this busmess is fitted But they 
still leave considerable scope for the judgment, mitiative, and 
^Vlsdom of the bank’s admimstrators These still have to dendp. 
as to the quahty of the mortgagors, the length of the loan, the 
rate of amortization, when to issue new loans, etc The suc- 
cess they achieve will be reflected m the price at which their 
secunties stand in the Stock Exchange market And it is 
highly sigmficant that, m the USA, bonds subject to the 
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same Government regulations will frequently bear different 
quotations because they are issued by institutes in which the 
administration is of a different quality ^ The imposition then 
of safeguards, the laying down of conditions and regulations, 
and the contmuous State supervision do not dimiTush the 
responsibihty of the administrators of a bank to endeavour to 
conduct its affairs profitably On the other hand, the average 
mvestor is practically assured that any State supervised mort- 
gage institute IS a safe organization to which he can entrust 
his funds 

Much depends m the matter of the security of the bonds 
issued by a mortgage mstitute on the distnbution of its nsks , 
the nature of the cover whether qieofic or general, the size 
of its organization, and ultimately on its capital stock and 
reserves, or, m the case of assoaations of borrowers, on the 
collective liabihty, limited or unlimited, of members 

The mortgage institute is m an admirable position to dis- 
tnbute the securities m a vanety of ways First, it may grant 
hundreds or thousands of loans, the amount mvolved m any 
one mortgage bemg rdativdy small Thus, m 1927, two of the 
biggest Germany mortgage banks granted the follo wing loans — 


DISTRIBUTION OF LOANS ACCORDING TO SIZE 


RM 


|Morxgagc Loams Granted Up to 

Moir? tlisn 


100,000 

200,000 

500,000 

1,000,000 

I, 000 /XX> 

Total 

Wecbsd^k 

361,045,688 

(61440)* 

36,3^2,149 

(253)* 

38.607,322 

(132)* 

22,606,622 

( 3 t)* 

36,^16^^76 

394 . 678 157 
(61,837)* 

Fteussisdie 

Centialboden 

K^tAnstalt 

109,142,243 
(10,387) » 

27.834,693 

(190) » 


20 , 64 X,x 64 

(30* 

31,991,030 

(14)* 

224,725,889 

(10,735)* 


^ Number of loans 


The Federal Farm jomt-stock land banks closed 7,399 loans, 
totalhng $40,571,750, m 1928 

The Credit Fonaer de France granted 4,334 mortgage loans 


the long tradi ion and expenence, as wdl as the 
de^^ gwemmental regulation and supervision, has had the effect 
of tending to equalize the yidd of bonds of different mortgage hanirQ 
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amounting to 271,000,000 francs, and 2,505 communal loans 
amountmg to 451,000,000 francs m 1928 

An illustration will make clearer the nature of the security 
resulting from the diversification m relation to the capital of 
the institute Suppose the bonds outstanding amount to 
20,000,000 umts, it may be dollars or marks, and the loans 
are restncted to 50 per cent of a conservative appraisal value 
of mortgaged property Suppose also that the capital and re- 
serves amounted to 2,000,000 umts, and each loan to 5,000 
There are then 4,000 mortgages A substantial number of 
defaults would have to occur among the borrowers, and a 
substantial fall m the value of their mortgages and on the 
property market, before this capital is entirdy dissipated 
Obviously, a default will rarely mvolve any loss, and almost 
never a total loss Even assuming there was, mdeed, a total 
loss, then 400 must occur before the capital of the bank is 
exhausted An over-appraisal, a mistake m judgment m one 
or m a few loans is thus a relatively small matter Further- 
more, the banks may practise a geographical diversification 
of nsks Different areas are subject to different risks, because 
of different climatic, financial, and mdustnal conditions 

A third form of distribution is the mvestment m different 
kmds of property — residential, office, commercial, and agri- 
cultural property Here, also, it may be eiqpected that differ- 
ent mfluences voU affect these different types of property, so 
that even if one dechnes m value, the others will retain their 
value or even mcrease 

But, m practice, this latter type of diversification is seldom 
to be found Indeed, so considerable are the differences be- 
tween farm property and urban property, that it is often found 
convenient to specialize either m one or the other But on 
the whole, agncultural mortgages are less popular smce agn- 
cultural land is frequently difficult to sdl, and is, for this 
reason, less desirable as a security than town property 

The one advantage which is claimed for the mdustnal mort- 
gage bank over the other types of mortgage bank is that it can 
distribute its nsks better amongst different types of undertakmg 
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In the impoverished European countnes, owing to the lack 
of capital, the long term needs of mdustiy veiy often remamed 
unsatisfied or had to be satisfied by means of dear short term 
money These facts, aggravated by the long penod of depres- 
sion through which certam mdustnes were passing, empha- 
sized the need for a properly organized system for supplying 
long term credit to small and middle-sized firms which could 
not directly approach the market The machmery of long 
term real estate credit based on first mortgages was utilized 
because mortgage bonds were expected to find a ready market 
m view of their special advantages Smce 1924 a number of 
such mortgage banks issuing bonds have been ^ecially estab- 
lished for financmg mdustry These banks, as a rule, are 
orgamzed as co-operative organizations controlled and guar- 
anteed by the government, their bonds are surrounded with 
speaal additional guarantees m order to prevent a dangerous 
immobilization of capital due to the accumulation of special 
risks The three biggest mdustnal banks whose bonds are 
quoted on the London and New York Stock Exchanges are 
the State Mortgage Bank of Saxony, the National Industnal 
Mortgage Bank of Hungary, and the Industnal Mortgage 
Bank of Finland Time will demonstrate whether this type of 
institute has come to stay, whether busmesses offer a sound 
secunty hke agnculture or urban property There is little 
expenence as yet to gmde us with regard to mdustnal loans 
financed through mortgage banks Is the long term loan 
against the secunty of a factory or warehouse a desirable ex- 
tension of mortgage bank activities? Is it due merely to the 
present lack of capital m certam countnes, or does it satisfy 
a need which is always present m our economic society? 

The answer to these questions cannot be given with com- 
plete certamty But it does seem as if the present bankmg 
and Stock Exchange arrangements m England are contnved 
pninanly to satisfy the needs of the very large fir ms , those 
with a capital, say, of at least a quarter of a milhon pounds 
Those with a capital of twenty-five thousand to a hundred 
and twenty-five thousand may, mdeed, find great diflSculties 
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in increasing their capital even though they have a sound 
undertaking The former may appeal to the pubhc, the latter 
must seek to mterest some finanaer It may be a matter of 
doubt whether even m a nch country this is always possible, 
but certainly m poorer countnes many sound but small under- 
takmgs are kept back through a lack of capital 
Assummg then that there is a permanent need for this type 
of loan, is it a safe t3^e of security^ Time alone can really 
answer that question But it is dear that the risks can be 
well distributed If a hundred loans are to be given on the 
basis of the security of the busmesses, then these might cover 
every type of commeraal, warehousing, and mdustnal activity 
On the other hand, the mortgage bank management will 
require to have more knowledge of a wider range of affair s — 
they will have to watch the whole devdopment of mdustry, 
they may have to be ready to hold and conduct busmesses 
if their creditors give them up 
The mortgage bank must always endeavour to make a nght 
valuation of the property on which loans are requested But 
this IS extremdy difficult with whole busmesses owmg to the 
constant vanations from optimistic to pessimistic views, from 
boom to dump Depreciation m the value of property alone 
might be very considerable Thus, as a result of the 1920 
troubles when the high prices of farm products collapsed, 
many farms still carry mortgages beised on values that are 
not hkely to be attamed for very many years This difficulty 
IS greater even m the case of loans on other t3q)es of secunty 
In 1920 the big City banks m England and the U S A had 
milhons of loans against mventones which, m some cases, had 
depreaated by four-fifths, ]ust as m 1929 many lenders on 
unseasoned collateral m the USA witnessed a shrinkage of 
two-thirds of supposed values The fluctuations m the value 
of busmesses bemg what they are, there is considerable scep- 
ticism as to the possibihties of mdustnal mortgage banking 
A recent development has taken place which gives the holder 
of mortgage bonds a still further protection m the form of a 
guarantee or an endorsement by a surety company Tlus may 



SECURITV 


49 


lake one of two forms either it guarantees to the legal holder 
the pa3unent of the certificate and also the payment of mterest 
due on it, or it guarantees the payment of pnnapal and 
interest when due on each underl 3 nng mortgage deposited with 
the trustee It is significant to note that the guarantee of a 
surety company mvolves a check on the t3^e of mortgage 
taken by the mortgage institute This feature is still pecuhar 
to American conditions because there the urban mortgage 
compames are, as a rule, comparatively small 
An adequate pohcy of distribution of risks, as wdl as a 
satisfactory provision for capital and reserves, is partly depen- 
dent upon ^e size of the institute Mortgage mstitutes m 
Europe when working imder regulations have, therefore, as a 
rule, been more or less large scale undertakings, and many 
American countnes, such as Aigentma, Chih and Bohvia, have 
followed this example 


The capital stock of the Credit Foncier de France 

amounts to . Frs 300,000,000 

The capital stock of the Deutsche Kentenbank 

Exeditanstalt amounts to Rm 500,000,000 

The capital stock of the Swedish Royal Mort- 
gage Bank amounts to . Kr 30,000,000 


In France, Italy, Spam, and Portugal one company with 
an actual or virtual monopoly is authorized to issue mort- 
gage bonds, and enjoys special pnvilcges granted by the 
Government 

Smce the war there has been a general tendency towards 
larger umts, even m Germany where every type of mortgage 
bank is found But even there not more than some seventy 
bodies actually issue mortgage bonds The situation m the 
Umted States m this respect is very different Apart from the 
Federal Farm Loan System, thousands of bodies Tuake their 
own issues Some of these are very small, and this has proved 
to be a senous disadvantage for the development of real estate 
credit The fuller discussion of the size of the mortgage 
institute will come more convemently under the bpgding 
“ Marketabihty ” 

The pnnaple of undifferentiated secunty has been adopted 
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by most coimtnes This means that for purposes of repay- 
ment bonds are not based on any particular parcel of mort- 
gages This general cover for the mortgage bond is usual for 
the issues of the home market Foreign issues, however, are 
often provided with a speaal cover Thus, if the general credit 
situation of the issumg country makes special security desu:- 
able, specific mortgages will be assigned for the purpose As 
m the case of Government bonds, so mortgage bonds with a 
defined special security may have a higher market pnce than 
those with a general security The Rentenbank pledges cer- 
tain specific mortgages for each issue These specially pledged 
securities being as they are more easily seen by the mvestor 
or his representative are, m fact, regarded as one of the chief 
reasons for the comparatively high pnce of these issues In- 
deed, a discussion has been taking place whether it would not 
be better to have specific secunty behmd each issue of foreign 
loans, 1 e of bonds offered m foreign markets Hungary and 
Jugoslavia have adopted the same pohcy of grantmg ^ecial 
secunty Closely related to this device is that of the Argen- 
tine State Mortgage Bank No specific mortgages are pledged, 
but a special reserve fund is granted m addition to the secunty 
of the general reserve fund for each senes issued 

Another element of strength hes m the nature of the direc- 
torates These mdude, as a rule, representative leading 
bankers or, at least, representatives of the chief banks and 
msurance companies 

To what extent are mortgage bonds actually secure? It is 
evident that a borrower who obtains some 50 per cent of the 
value of his property is not, m practice, hkdy to allow it to 
pass over to the mortgagee if he can prevent it At the same 
time the mortgage bank, not at all anxious to have the task 
of dealmg with property left to it, will seek as we have seen to 
limit itself to sound borrowers, and to a cautious appraisal of 
the value of the properly Losses, of course, occur m this as 
in other fields, but the percentage is sman compared to the 
value of the busmess transacted Statistics demonstrate to 
what a small extent the banks are actually obhged to exercise 
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their right to take over and sell out the property When they 
do they are generally able to obtain their capital In bnef, 
the measures which are being taken to make these bonds safe 
are, m fact, highly successful This may be illustrated from 
the mortgage institutes m the U S A , the Credit Fonaer, and 
some of tiie German organizations ^ 

TWELVE FEDERAL LAND BANKS 
(in Dollars) 

1929 

Loans outstanding $1,202,570,708 

Foreclosures 6.430,133 = 05% 

FORTY-NINE JOINT STOCK LAND BANKS 
(In Dollars) 

1929 

Loans outstanding $601,120,669 

Foreclosures 5.134.759 = 83% 

The National Association of Real Estate Boards of Amenca 
states that a questionnaire m 1923 disclosed that, on a total 
sale of mortgages by the reporting firms smce 1900 of 
31,119,452,000, and of bonds amounting to $287,546,000, 
there had been a loss of $38,955, i e 00003 per cent This 
was, however, offset by 894 foreclosures from which a gross 
profit of $207,600 was secured 


CREDIT FONCIER DE FRANCE 
(In Francs) 


Loans outstanding 
Foreclosures 


1926 1927 1928 

— 3.062,698,764 3,157.829,228 

— 823 203 708 635 02% 


PREUSSISCHE CENTRAL BODENKREDITANSTALT 

(Inldarks) 


1926 

Loans outstanding — 

Foreclosures — 

Interest due — 

Interest not paid — 


1927 

228,186,965 

293.523 

14.393.456 

309,746 


1928 


= oio/„ 


= 215% 


WhiM in the USA fluctuations in the value of real estate have a 
^de ai^htade over a fast nsmg levd in most parts of the country, 
the fluctuati^ on the Continent have been small round a gradually 
zismg level This has made the mortgage business m U S A Tdativdv 
insecure compared unth European counties ^ 
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GEMEINSCHAFTSGRUPPE DEUTSCHER 
HYPOTHEICEN BANKER 
(In Marks) 

1926 1927 1928 

Loans outstanding 383,024,130 — — 

Foreclosures 322,582 — — 

Interests not paid 1,606 — — =01% 

This specific evidence is supported by the well-known fact, 
that losses on the mortgage mvestments of insurance com- 
panies, buildmg and loan associations, and savings banks have 
generally been very hght 

There is thus good justification for mortgage bonds having 
become almost m all countries a legal mvestment for savmg 
banks, insurance companies, and frequently even of trustee 
funds The outstanding features of the mortgage banks, con- 
servatism and resultant safety, are the direct result of the 
elaborate structure of conditions and regulations on which 
they do business 
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MARKETABILITY 

The Stock Exchange may be regarded as a place where pubhc 
auctions are held for the sale of secunties It is an organized 
market for certam standardized nghts The secunties being 
m general demand, cognizable and portable, constitute the 
best t3^e of media for a market Through the sale and pur- 
chase of secunties, of these standardized nghts, the transfer is 
made of command over capital from those who hold it m a 
ready form, to those who desire to mvest it, as a source of 
mcome Mortgage bonds constitute one of the vanous types 
of bonds dealt m on the Stock Exchange The development of 
a pubhc market in them came comparatively late 
What are the requisites for an active organized market m 
mortgage bonds? They must constitute a type of secunty 
which is important enough for the Stock Exchange dealers 
and brokers to find it worth their while to know about them, 
1 e expert advice on them must be available and there must be 
frequent dealmgs m them 

The desire to make bonds marketable may be seen m the 
number of methods of their issue, in the pohcy of market 
mtervention, and m the attempt to enlarge Ihe mvesting 
pubhc It may be mteresting to trace the history of an issue 
of mortgage bonds throughout the stages followed from the 
emission of a new loan based on real estate until its repa3mient 
There are three wa}rs of issumg them * (i) through a S3mdicate 
of banks , (z) through the gradual issue by the mortgage insti- 
tute itself, and (3) through the issue of scnp of the bonds, 
and not cash to the borrower, which is also done by the 
bank itsdf, and does not call for the mtervention of other 
bankers 

When a new large issue is brought out on a scale which 
qualifies it to be regularly quoted and dealt m on the mvest- 
ment market, speaal efforts are made to get it taken up by 
5 — (*o8i) 
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the public The success of the issue depends on three main 
factors the firm, or firms, which take charge of the issue, the 
pnce at which it is issued, and the arrangements made for 
underwntmg it ^ The merchant finanaers who constitute the 
issumg syndicate may be one of the long-estabhshed cautious, 
reliable firms with a large capital of their own, rich m expen- 
ence and knowledge, with a sohd reputation, strong con- 
nections, and sound organization, or they may be a com- 
paratively small, poor, new firm The name of these older 
firms associated with a loan is regarded as a guarantee of the 
soundness of those launchmg the new undertakmg for which 
the capital is required, and gives confidence to certam types 
of expenenced mvestors * Often enough, the name of some 
new little known syndicate indicates that the issue, for quite 
sufficient reasons, was refused by one of the older firms, and 
that therefore the new firm cannot be trusted m its attempt 
to launch the new issue 

The pnce fixed is important, and requires a nice apprecia- 
tion of the conditions and mood of the market and its prob- 
able opmion of the borrower, the syndicate, and aU the other 
circumstances of the loan In fixmg the pnce, the issumg 
house will be guided by the present pnce of those secunties 
actually quoted and dealt m on the market which most nearly 
resemble it It will have to note the pnce of exis ting issues 
made by the borrowmg mortgage institute, those of the bonds 
of other banks of the secunties of the Gove rnm ent and, 
especially, of communal bonds, with all of which the issue 
will have to compete It will contnve that the pnce should 
be slightly cheaper than sraular issues, m order to give m- 
vestors an inducement to absorb the new issue Here a cer- 
tam difficulty arises from the fact that the same secunty, if 

* The charges for underwriting new issues vary from something 
purely nominal — a fraction of i% — ^to substantial amounts of 5% or 
10% Higher charges have occurred from time to time, but borrowers 
who are so reckless arc rarely m a position to meet the interest and 
amortization 

* In spite of their body of expert investigators, of engin eers, accoun- 
tants, lawyers, etc , they, too, lend their name to undertakmgs which 
sometimes fail 
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quoted m a number of centres, may be three or four pomts 
dieaper on one exdiange than on another If a qmck dis- 
tribution amongst ultimate mvestors is desired, it will be wise 
to issue at a price satisfactory to all markets The issuing 
houses generally consult with a few leadmg stockbrokers, 
stock dealers, and banks, smce the two former will be called 
on to hdp m disposing of the issue, and the latter may be 
required to grant credit facihties on them 
The issuing house must have a body of underwaters who 
generally co-opante with it The latter do not desire the 
issue for themselves, but undertake, and will be called upon, 
to buy, and perhaps hold for a tune, whatever part of the 
issue remams unsold when it is offered to the pubhc On the 
other hand, if the pubhc take up the whole issue, the tmder- 
wnters have nothing to do but to collect their commission for 
havmg undertaken the nsk If the underwriters are left with 
a substantial portion of the issue the prices will fall, and may 
contmue to do so until they have di^osed of them to those 
who wish to hold them as an mvestment Such an eventuahty 
would generally be regarded as highly unfortunate But, m 
certam circumstances, it may turn out very wdl When the 
Agricultural Mortgage Corporation issued its ;f5,ooo,ooo deben- 
ture loan m iQ2g, the underwriters were left with 85 per cent 
of the issue, and the price fdl to a 3 per cent discount, but 
wi 

to 

like insurance compames, mvestment trusts, certam t3q)es of 
private banks, and big trading busmesses The remainder are 
disposed of through the mvestment market itself The dealer’s 
advice is followed by many of the general pubhc, whose m- 
terest will have been awakened by advertisements m the Press 
and prospectuses by post The command over the market 
which the great issuing houses possess undoubtedly enables 
them to find the necessary funds with the least possible dday 
and with the minimum of trouble 
An alternative to this method of issue by pubhc subscnption 


thm three months their price had risen to over par 
The issumg house and the underwriters generally endeavour 
dispose of as muph as they can to larere permanent holders, 
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through the market is that of gradual sale by the mortgage 
mstitute directly over the counter to the mvestmg pubhc The 
former method has the ment of placmg the issue once and for 
all at a given pnce, and of thus freemg the mstitute from any 
further anxiety about market fluctuations On the other hand, 
it may have to pay not only for the costs of issumg, but a high 
rate of mterest over a very long period — mdeed, a rate which 
it may itself find diflicult afterwards to obtam from its cheats 
This was frequently the case m the Central and East European 
countnes for the decade after the war The second method 
was therefore resorted to, which enables the institute to adjust 
the sellmg pnce of bonds to actual market conditions at the 
time of issue, and to fix the price at a rate which gives a cer- 
tam margm over costs This advantage leads to the view that 
frequent small issues, however troublesome, may be at certam 
periods preferable to infrequent large issues 
A speaal form of issue of mortgage bonds is that of hand- 
mg over to the borrower the scnp and not its cash value 
This was usual from 1856-1877 (except for an mterval of 
two years) with the Credit Foncier, and was then abandoned 
The German pubhdy-recognized co-operative banks have used 
this metliod from their institution, and so did the pnvate banks 
durmg the inflation penod for a short time owmg to their 
lack of capital The same method is adopted by the Banco 
Hipotecario Naaonal of Argentina, where loans are usually 
made in bonds, as well as by the Caja de Credito Hipotecario, 
the biggest mortgage bank of Qiile 
The co-operative associations were obhged by their statutes 
to give loans to their members who fulfilled certam conditions, 
and it was this device which enabled them to carry out this 
undertaking In virtue of scnpt issue there could be no lack 
of credit, 1 e of some sort of credit, as long as the mortgage 
bonds did have a price Moreover, it made the institute mde- 
pendent of market conditions But, clearly, its disadvantages 
were great Those who borrowed m bonds might lose heavily 
m disposing of them or, agam, might gam The nsk of the 
market remamed, but instead of the mortgage institute itself. 
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the borrowers took it— assuming that they were determmed 
to borrow Few State and co-operative institutes contmue to 
issue bonds to their borrowers to-day 
In order that a given issue of bonds shall en]oy a good 
market, the total amount of the security must be large, it 
must be listed on the Stock Exchange, and dealings m it must 
be fairly frequent Otherwise, the prices quoted will be wide 
and will have httle significance Numerous dealings will be 
less necessary if the issumg house disposes of the bonds to 
those who propose holdmg them as mvestments for long 
periods The dealers must be m a position to buy from the 
market, i e other Stock Exchange members, m the aggregate 
a considerable supply at the pnce quoted, without havmg 
recourse to holders outside the market who imght be mduced 
to sell at speaal prices only On the other hand, the total 
holdmgs of the market ought not to be too large, m propor- 
tion to the total issue, smce it is only the channel through 
which securities flow to mvestors ^ 

A dear distmction must be drawn between the issue of a 
new large loan on the security of mortgages and deahngs m 
existmg secunties The latter are already divided mto rela- 
tively small parcels and distributed amongst the holders, the 
mvestmg pubhc, and the dealers m the market If a parcel 
IS offered to the market the dealers buy it with their own 
capital, or by borrowmg money from bankers who lend on 
the basis of the secunties held by the dealer But a new issue 
is held only with a view to unloadmg as soon as desirable on 
the public Whilst the former kmd of deal has, as a rule, 
little effect on the pnce of secunties, the latter may result m 
a considerable change of pnce 

The operation of a smkmg fund narrows the margm between 
the bid and the demanded pnce because the market is usually 
maintained closer to the redemption pnce The demand for 
bonds created by the smkmg fund is usually suf&aent to 

^ In Germany and, indeed, in most countries, dealings on the Stock 
Exchange constate a small percentage of the total busmess earned 
on in mortgage bonds 
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absorb most of those that come on to the market More 
especially soon after it begms to operate, bonds held m weak 
hands are lifted off the market, thus leaving only those which 
are held m strong hands, those likely to hold for long penods 
if not until redemption Sinking fund provisions with a defin- 
ite date for redemption prevent securities from falling far dur- 
ing penods of nsn^ rates of interest because they are to be 
redeemed at par, or nsmg too high durmg falhng rates A 
special t 3 ^e of smking fund reqmres that payments shall be 
made mto the fund for use only when the bonds fall below 
a certam pnce In this way the market pnce of the bonds 
may be stabihzed The mvestment of the resources of the 
mortgage bank gives its directors, as a rule, another weapon 
ivith which to influence the pnce 
Eadi mortgage institute makes a market for its own bonds 
It will stimulate active dealing amongst its fnends It will 
purchase bonds coming on to the market at a relatively low 
pnce If the pnce is tending to nse too high it will sell some 
bonds There will, frequently, be the purchase of secunties 
out of amortization funds Indeed, most mortgage institutes 
will have many opportunities of stimulatmg a real mterest 
or, at least, creating the impression of a hvely mterest m its 
secunties Even a small mortgage institute m the straitened 
conditions m whidi Palestme finds itself creates a stnall mar ket 
as a result of the re-purchase of its bonds by the institute whidi 
accepts them for mterest or amortization ^ Its fnends are also 
mduced to buy them 


The purpose of this market intervention through buying and 
selhng is (a) to avoid irrelevaiit fluctuations of pnce and yield 
which unduly disturb bondholders, (6) to cany out changes 
m the mortgage bank pohcy, brought about by alterations m 
the Bank rate , and (c) to prepare the market either for new 
issues or the redemption of then own bonds To prepare the 
market for a new issue, the existing secunty is mac^p. to stand 


^Xhe General Mortgage Bank of Palesbne was founded in 1923 
It has a paid up capital of ;f3o,ooo, and ;£86,964 appear m the liabdities 
fts debentures Loans are confined to urban d^vdlings and never exceed 
60% of the value of the b uil d ing 
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as n efl T as possible to the price at which the new one is to be 
issued on the market 

The control and the regulation of the price is an acknow- 
ledged anH recognized function of the mortgage bank In the 
same way as the representative of the Dresdner Sahkj say, will 
buy from and sdl shares to the brokers de ali ng m the shares 
of his bank, so will the representative of the mortgage bank 
All the 1 pa ding mortgage banks have their own official or 
their representative at the Stock Exchange This very fact, 
and the knowledge that they will counter any extensive bull 
or bear activities, lessens the likelihood that the pure specula- 
tor will be tempted to enter this field This mtervention m 
the market by the mortgage institutes is normal, and not 
exceptional as m the case of ordmary secunties It is well 
known, of course, that it is usual for the issuing house of a 
new security to take the necessary measures for mamtaming 
its price until the issue is not merdy albtted, but hkdy to 
have arrived m the hands of permanent holders, and only 
then to create a market If the mortgage bank pegs the pnce 
with a proper appreciation of the demand for and supply of 
hquid capital and the yidd of the bond, there can be no 
objection to the practice Moreover, it has, undoubtedly, been 
successful in avoiding undue pnce fluctuations for mortgage 
bonds In spite of small dealings their pnce fluctuates less 
than any other dass of bonds Influencing and evening out 
the rate as a normal practice might be useful In a secunty 
m which there are no daily considerable dealings, the throwmg 
on the market of even a comparativdy small pared may 
have an unduly large influence m lowenng the pnce Or agam, 
a comparativdy small demand, above the normal, might un- 
duly raise the pnce If for any reason the value of any single 
issue tends to sag and this is not corrected, it may tend to 
disturb confidence m the other issues An impartial authonty 
fixing the pnce would, therefore, be very useful for prevent- 
ing unnecessarily wide fluctuations, whilst at the same time 
encouragmg an active market But the actual representative 
IS not impartial He is anxious always to keep the pnce of 
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his bonds as high as possible He manoeuvres and mampu- 
lates to achieve this end Where the price is regulated, it is 
not hkely to be kept at the competitive level And, undoubt- 
edly, if a bank is vullmg to buy up all the bonds which come 
on the market at a given price, it will be able, at least for a 
tune, to mamtain a desired price But its power to do this is 
extremely limited In the first place, m countries with a com- 
petitive mortgage bank system, every month or so some other 
bank comes on the market with a new issue The rate at whidi 
this can be sold depends on the general conditions of demand 
and supply^ of capital for that particular type of mvestment 
This rate influences, mdeed dominates, the older issues Of 
course, an understandmg may be amved at by the banks 
concerned not to issue their bonds, say, at over 8 per cent, 
but then, if the market is not satisfied with that rate, the 
price of those issued will fall below par If it falls to, say, 
88 9 , it IS yielding a flat g per cent In the second place, it 
must be recalled that a large proportion of the purchases are 
still made by or on the advice of banks, mvestment trusts, or 
other large professional agenaes who will not for long allow 
themselves to be manoeuvred mto paymg more for bonds than 
the effective demand and supply would justify Indeed, they 
are more likdy to buy shares where prices are not influenced 
by mterested parties Intervention may defeat its own object 
of achieving a steady high price 

Government securities fluctuate more m their day-to-day 
price smce there is, as a rule, no mtervention m their mar ket 
Mortgage bonds being regulated are more steady, this gives 
them power to compete They are less mfluenced by changed 
bank rate, pohtical events, new issues, etc 

Is a penod of low money rates a good time m which to issue 
new bonds {a) absolutely, (6) m relation to previous issues? 
Qearly, a penod of low money rates is associated with a penod 
of an available supply of floating capital Long term rates 
will then also tend to dechne somewhat This, however, may 

* Agreements as to the conditions of issue have been reached between 
German banks 
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take time The mortgage banks will always seek to make their 
issues dunng such periods m order to obtain capital at the 
lowest possible price The issue of new loans at rates lower 
fTian those provided by previous ones will tend to make the 
market price of these earher issues nse without m any way 
involving further charges on the banks, and, therefore, will 
be regarded as satisfactory by the existing bondholders On 
the other hand, mvestors may be reluctant to tie up funds 
for a long period at an unfavourable mterest rate, if they 
regard the low rates as unlikely to last 
At a given moment an equihbnum is reached between long 
and ^ort term rates If that equihbnum is disturbed so that 
the diort time rate dedmes, le so that money becomes 
cheaper, it will be wise for the mortgage bank to buy up its 
own bonds for whidi it is paying a relatively high rate, rather 
than use its hqmd resources on the money market In other 
words, during a penod of relativdy low pnces for short time 
money they are wise to buy up their earher bonds, whereas, 
they ought to sell as many as possible of their own bonds m 
their j)ortefemUe, when money rates are high Disagio profits 
of this kind are eagerly sought by mortgage banks 

When the long term rate of mterest dedmes and the value 
of the old issues nse, the dispanty between the new condi- 
tions m which the bank gives loans and the old rates whidi 
they had to pay for their money leads to the necessity for 
conversion If this is impossible, they will issue new loans at 
lower rates 

The danse preventing redemption before a certam penod 
protects the holder, however, against unduly early repayment 
of the loan ^ The bank gets nd of the portefeutUe of ite own 
bonds at a nsmg pnce This tends to lessen the nse and thus 
evens out pnces 

Very often two bonds, whose nsk dement is the same, will 
have a vaiymg 3ndd, of which the only explanation that can 

1 Many German issues dunng recent years, when Germany had to 
pay high pnces for loans, contained the provision that the borrower 
had the nght to redeem after a comparativdy short penod Cf 
Appendi-^ III 
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be found is that one is more readily marketable than the 
other In the case of railroads m the Umted States, as well 
as of pubhc utihties and of mdustnals, the fact of bonds bemg 
unlisted makes them cheaper This is mdicated m a difference 
of interest rates of o 5 to i per cent This is the premium 
put on marketability, 1 e on the advantage of enjoying a more 
ready market Clearly, where there is a reasonable chance that 
it may be necessary to raise cash at some future time, although 
no defimte date when it will be needed is known, these market- 
able secunties will be sought Commeraal banks confine them- 
selves largely to such issues The temporary surpluses of big 
busmess houses are also mvested m them Even msurance 
companies, mvestment trusts, and savings banks carry suffi- 
cient marketable secunties to provide agamst emergencies 
And seemg that banks will lend considerably more on market- 
able secunties than they will on those lacking such a market, 
they will be sought by busmess men 

The test of marketabihty is the narrowness of the spread 
for a qmck sale Where the spread is very narrow, say ^ or 
flV of a pomt between the bid and asked pnce, there a secunty 
enjoys marketabihty This charactenzes Liberty bonds and 
Bntish Government bonds As a rule, one-quarter or even 
one-half spread is usual m a marketable secunty In the case 
of mactive secunties the spread may be between i and 2 
pomts, while m the case of secunties whidi are traded m 
infrequently, the spread wiU sometimes be as great as 10 
pomts 

A dealer on the Stock Exchange often offers to buy first- 
dass mortgage bonds at i per cent, or even at | per cent, less 
than he offers to sell them at In the case of other stocks m 
which sales are more frequent this “turn” is, as we have seen, 
much finer 

A number of factors mfluence the width of the margm, the 
difference between the pnce at which a dealer is wihmg to 
buy, and that at which he will sell Where there is a large 
issue of bonds which is constantly coming on to the market 
and an equally good bond of the same government or bank, 
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which IS a small issue and rarely comes on the market, then 
the dealers will require a wider margm m the latter case than 
m the former^ Again, the bonds of very small and httle known 
mortgage banks may have a 5 per cent spread or more between 
buying and seUmg pnce The dealer may have to carry this 
security for some tune before a purchaser is found, and m the 
meanwhile its value may have dechned There is the other 
danger against which he tries to guard himsdf by a wide mar- 
gm when he undertakes to dehver a mortgage bond which he 
does not possess, and whidi does not frequently come on to 
the market He may be unable to complete his contract with- 
out trouble and eiqiense, and agam is hable to some uncer- 
tamty as to the price he may ultunatdy have to pay 

During a dull penod or whai the market is apprehensive, 
the margm is likely to be particularly wide 

The foUowmg well-known Stock Exchange laws summarize 
this experience The larger the market for a security, the 
smaller generally are the fluctuations m its price The larger 
the market for a security, the lower is the percentage turn- 
over on the busmess which Stock Exchange dealers charge for 
doing busmess m it 

We may now examme briefly the actual situation with 
respect to the marketabihty of mortgage bonds on local, 
national, and mtemational markets But it diould be noted 
that takmg the world as a whole, the older methods of borrow- 
ing and lendmg on real estate are still commonly followed out- 
side the market There is a large body of borrowers sedong 
capital, and a considerable number willmg to lend who do not 
come on to the market at all The absence of a well-organized 
market for mortgage bonds is both the result of, and the 
cause of, this more primitive trade through private negotia- 
tion This fact must always be kept m inmd, smce it limits 
the present scope of the activities of mortgage institutes, and, 
at the same tune, it should stimulate dealers so to im- 
prove their market organization that all deahngs will be 

^ stock exchanges of Berhn, Hamburg, and Fl'ankfurt will not 
quote securities which are issued in less thaji one tnillinn maxks 
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done directly through it But even now the market has a 
considerable mfluence on outside deahng Investments m land 
and house property are, to the lenders, an alternative to m- 
vestment in a marketable secunty, and are, therefore, mflu- 
enced by the yield offered to mvestors The standard set by 
the market is taken into account m fixmg outside barg ains 

Limited as is the market m mortgage bonds, it is s^ very 
considerable m certam countries and has characteristics of its 
own 

Previous to the war there was an active sale for local mort- 
gage bonds Banks specialized m those which mterested their 
oiim mvestors Some preferred local securities not only for 
sentimental reasons, but because they could have a personal 
knowledge of the undertakmg and of those m charge of it, 
and were able to estimate its prospects The greater their 
knowledge, the less the nsk Agamst these advantages had 
to be set the disadvantage of poor marketabihty, but this was 
not regarded as very serious smce they bought to hold 

The nsk that an mvestment m mortgage bonds may mean 
that the owner cannot recover command over capital, except 
by a forced sale at a considerable loss, is a more important 
consideration for certam types of mvestors who wish to have 
command of liquid resources, than the fact that its yield is 
small They will not buy these local bonds The purchasers 
know that in the exceptional case m which they might wish 
to reahze, another person must be found m the locahty who, 
hke themselves, wi^es to use his special knowledge 

The whole of France was, and is to-day, a market for the 
bonds issued by the Credit Foncier de France Similarly, the 
whole of Sweden invested m bonds of the Central Swedish 
Mortgage banks In Germany, the bonds issued by smaller 
mortgage banks were held by local mvestors, whilst the bonds 
issued by the big banks belonged to the leading national 
investments 

Then there are issues which are bought and sold m two or 
more investment markets, but not m all Thus, Amsterdam 
was a market for some of the best-known Gemrnn mortgage 
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bonds, and Switzerland is a market for a number of Balkan 
and Scandmavian issues Then there are securities which can 
be dealt with m practically all the major mtemational mvest- 
ment markets There are very few of these They mdude 
the bonds of the national mortgage banks of Argentma, Chile, 
and Colombia, the bonds issued by the Central mortgage 
banks of the Scandinavian countries, the bonds of the 
newly-estabhshed Furnish and Jugoslavian banks, and the 
German Rentenbank Kreditanstalt also seem to have been 
successfully placed on the mtemational market The bonds 
bought mtemationally are frequently issued abroad Speaal 
attractive qualities are often attached to these "external” 
bonds 

The development of the mortgage bond as an mtemational 
mvestment is comparatively new Previous to the war no 
broad foreign market for this type of security was available , 
now, for obvious reasons, most of the European countries are 
anxious to approach foreign markets for loans secured by real 
estate Naturally, a market for foreign mortgage bonds was 
first developed in countnes with a mortgage bond system of 
them own, already familiar with this t3^e of security Thus, 
Amsterdam and Berlm and, to a certam extent. Pans, pre- 
vious to the war, quoted a number of foreign mortgage 
loans, and have smce then extended them activities m this 
dmection 

In Great Bntam there is still httle knowledge of foreign 
mortgage bond issues because, until recently, it had nothmg 
comparable with them m its capital market The U S A is 
now mformmg itself about this type of secunty, though its 
mterest is of recent date 

The greatest smgle obstacle to the growth of an active mter- 
national market m mortgage bonds still remams the lack of 
knowledge about this form of secunty In the two great 
capital centres, London and New York, mortgage bank bond 
issues are regarded as not very important forms of loan 
They are not treated as they are everywhere on the Contment, 
as a particular species of a wide and important genus If 
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l)iimncss in mortgage bonds is to be started in these centres 
a \ icious circle must be broken through Information for the 
biggest international secunties, e g for United States Steel, for 
Canadian Pacific Rall\^ ays, and even for such new-comers on 
the market as Kreuger and Toll and Margarm Ume, is at every- 
one’s disposal For the majonty of secunties the dealers are 
looked to for special knowledge The mdividual mvestor, unless 
he is in an exceptional position for gammg special know- 
ledge, depends on the advice of the stockbroker, who, m turn, 
IS dependent, to a large extent, upon the dealer But he whose 
business it is to acquire and to supply information will do so 
only in respect of secunties m which there is likely to be a 
substantial volume of busmess Even if he endeavoured to 
induce investors to hold secunties in mortgage bonds the mar- 
ket ^^ould for a time remam small, and it cannot well bring 
any profit to him so long as it is on a small scale If once 
nursed and got going, however, the broker would find that it 
pays him to have this knowledge, and the scale of dealmgs 
would grow Here, as elsewhere, Vappeht vtent en mangeant 

Because of this, much of the busmess m mortgage bonds 
that ought to come through the organized market does not, 
in fact, do so, and of the dealing which does take place a large 
part IS o\ er-the-counter dealmg Thus, whilst m the case of 
industrial, public utility, and other forms of corporate activity 
it IS usual for investment operations to take place through the 
organized market, in the case of long term real estate mvest- 
ments it still remains exceptional In a number of countnes 
much of the bujnng and selling of mortgage bonds is done 
directly between bank and customer, and a comparatively 
small quantity of bonds are sold through the Stock Exchange 
Tliere is, thus, a great deal of mortgage bond marketmg which 
has \ erj little to do with the Stock Exchange 

It ma\ be worth while to note the situation m a few lead- 
ing countnes 

The most acti\c market m tlie world for mtemal mortgage 
bond issues remam Berlin The lack of capital has prevented 
icrj much in\cstment m foreign issues, but the Germans 



MARKETAlBlLtr? 


67 

are greatly interested m their own, some of which are of 
mtemational significance (A hst of these is given m the 
Appendix ) 

The foreign mortgage bonds m which Berlm was mterested 
were those of Hungary, Poland, Denmark, Norway, Sweden, 
Finland, and Chile After the war dealings m foreign mort- 
gage bonds practically ceased 

Broadly speakmg, mortgage bonds m the home market are 
bought by small private mvestors, whilst those on the foreign 
market are bought by insurance compames, trust companies, 
1 e by professional mvestors Previous to the war, the small 
and middle-dass mvestor and the pubhc coiporations bought 
than, because they were frequently recognized as mvestments 
for trustee funds After the war they were bought first as a 
speculation, and later by big insurance companies, the savmgs 
banks, and mvestment trusts There is now taking place m 
Germany a rapid resumption of mvestment by the private 
mvestor The widespread confidence m these bonds is shown 
also by the absolute amount bought on the market, and by 
the rdative preference for this type of bond m contrast with 
other t3q)es of bonds 

In the U S A one must distmguish between the Government 
organized loans and those of private companies Farm loan 
bonds are free of tax and, consequently, are a favourite with 
the super-taxpayers They are bought also by professional 
mvestors and, recently, foreign mvestors have grown mterested 
m them Bonds of the private mortgage banks are bought by 
the general mvesting commumty A distmction may be drawn 
between the large banks, such as the New York Mortgage 
Company, whose bonds are bought widely, and certam small 
local banks whose bonds are bought only locally Mortgage 
bonds have frequently enjoyed such repute that the investor 
has had a false sense of security, and has, therefore, failpd to 
make the necessary mquines New York is also mterested 
somewhat m South American and European mortgage bonds 
Broadly, one may say that there is a widespread confidence 
m American “real estate” bonds The assets of insurance 
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companies m the U S A consist almost entirely of secunties, 
and by far the largest percentage of these is in bonds and 
mortgages In 1925, out of published assets of $11,500,000,000 
for all life msurance compames m the USA, $4,800,000,000, 
or nearly 42 per cent, was invested m real estate mortgages, 
and $4,300,000,000, or 37 per cent, m "bonds owned ” The 
neict largest item, loans to policyholders, which mduded loans 
related to real estate, was about $1,500,000,000, or 13 per 
cent Thus 92 per cent of then assets were m very conserva- 
tive types of mvestment, whilst about a half was based on the 
mortgage of real estate The savings banks, too, are large len- 
ders on mortgage An mcrease or decrease of savings deposits 
therefore greatly influences the amount of buildmg construc- 
tion, and specially of residential construction Tbe insurance 
companies and savmgs banks are frequently restricted m their 
choice of mvestments, so that mortgage bonds which are 
trustee secunties are greatly sought ^ This explains why most 
mortgage banks seek the privilege of havmg their bonds 
recogmzed as trustee secunty 

In Great Bntam the insurance compames seek long penod 
mvestments, and, therefore, marketaWty is not with them 
a prereqmsite Mortgage bonds, whose markets is limited, 
mvanably sell at a somewhat lower pnce than equally well 
secured issues with a ready market Hence they give a some- 
what higher 3ueld and are desired by msurance compames 
They are regarded also as bemg satisfactory for financial 
houses and mvestment trusts for a part of their funds But, 
broadly speakmg, as the coupons upon the bonds are not 
often payable m London, they are of httle mterest to the 
pnvate Enghsh mvestor There is no active market, so that 
few stockbrokers could give much mformation about them 
Moreover, because they are listed under different heads on 
the Stock Exdiange, under governmental, mdustnal, and 
banks, their special identity is ignored 

* In Latin countnes, in France, Spain, and the South Amencan 
Republics (Italy has a mixed system), the trustee has absolute freedom 
to invest funds as he thinks proper and is not guided by the existence 
of any Government list 
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Fans has long been a centre for the issue of Government 
bonds, and is also engaged m a number of mortgage bonds 
Particular mterest has been taken m £g3^tian and South 
Amencan mortgage banks and their bonds, as well as of all 
parts of the French Empire 

The yields of wholly or partially mtemationahzed secunties 
tend to be equalized by the workmg of the market, whilst 
the local secunties exhibit wide inequahties of yield depend- 
ing upon local circumstances International secunties are m 
request in all countnes The bonds of the German Renten- 
bank are held by mvestors m all parts of the world, like the 
bonds of the chief governments and of very large pubhc com- 
pames, such as those of the Suez Canal and the Canadian 
Pacific Railway The telegraph tends to keep prices at almost 
exactly the same level m aU the Stock Exchanges If the pnce 
drops m New York or m Berlm, the mere news of the drop 
tends to cause a drop m Amsterdam and m London If for 
any reason the news is delayed, that particular class of bonds 
IS likely to be offered for sale m the high pnced market under 
telegraphic orders from the other markets Sales and pur- 
chases will strengthen the tendency of the pnce to seek the 
same level everywhere The arbitragers may be rehed upon 
to see that this is achieved Clearly, the pnce of large quan- 
tities of an mtemational secunty cannot be hi gher m one 
market than m another This demonstrates the fact that there 
IS a world market for capital m which mtemational mfliienres 
are already strong and are rapidly growing m strength 
Such secunties thus exercise a powerful influence m tend- 
mg to equalize the rates of mterest obtamable for long time 
loans on good secunty throughout the Western World 
The larger mortgage loans are, of course, quoted on the 
leading Stock Exchanges In Berlm, and some of the other 
Exchanges, they are so well established that there is httle 
dif&culty m any mvestor obtammg information or m pur- 
chasmg real estate secunties But; on the New York Stock 
Exchange it is different The new real estate companies found 
it difficult to obtam the attention they deserved It was 

6--(208 x ) 
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decided, therefore, to institute an Exchange speaahzmg in 
real estate securities The constitution, trading rules, listing re- 
quirements, and jurisdiction over members and their accounts 
are modelled on those of the New York Stock Exchange 
Through its members, mvestors m any part of the country 
may buy and sell secunties on the tradmg floor of the Ex- 
change with a sense that unsound secunties or secunties issued 
by irresponsible organizations have been eQimmated as far as 
possible The hstmg requirements provide that an apphca- 
tion must be accompamed by a report of quahfled appr ais ers 
on the actual valuation of the property The financial condi- 
tion must be explamed with regard to mortgages and other 
forms of mdebtedness The Committee on listing must be 
satisfied with new issues They have power also to suspend 
dealmg m hsted secunties, or to direct that any secunty be 
removed from the list 


The four mam purposes of the New York Real Estate 
Secunties Exchange*^ are to facihtate negotiation, sale, and 
transfer of stocks, bonds, and other secunties based on real 


estate, and the financing of real estate , to provide a regular 
place for tradmg in real estate secunties under proper rules of 
busmess conduct , to mvestigate secunties offered for listing. 


acceptmg only those which pass the tests of rigid appraisal and 


other requirements, to maintain hi gh standards for d p-almg 


in real estate secunties by estab lishing membership based on 
firm busmess character and reputation 


The avowed object of the Exchange is not only to protect 


the mvestor, but to provide a market. These secunties, be- 


cause of their lack of marketabihty, were regarded as non- 
liquid, or as frozen, assets Sales were difficult to effect, and. 


consequently, it was hard to borrow on this class of secunties 


Less capital flowed mto this field m consequence The steady 
development of this market will be watched by European 
countnes with great mterest, altho ug h their need for such 
speaal facihties is not so great 


* Its constitutioti 'was adopted on 13'th March, 1929 
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Valuation of shares and bonds involves problems m prob- 
ability Secunty and marketability are the essentials to be 
borne m mmd The way these are viewed finds expression m 
the rdative 3aelds offered by different classes of securities at 
current prices 

The mam distmction between shares and bonds is that m 
the former attention must be paid to prospects of capital 
appreciation, whilst m the latter there is, as a rule, no capital 
appreciation or a known amount In all t3^es of bonds, then, 
the yidd is given, and the task of comparing different classes 
of bonds is facihtated 

The yield is, perhaps, the first consideration which influences 
the overwhelming majority of mvestors Secunty and market- 
abihty are matters on whidi expenenced people only, usually 
professionals, lay full weight But what is a high and what 
IS a low rate of mterest? 

Little can be learnt as to this matter except upon the basis 
of comparison, expressed or unphed Secunties are low or 
bgh only as compared with their value on another day, or 
with some accepted average or with another class of secunties 
They may be low m contrast with Government bonds, or with 
mdustnal debentures Statistical and other data may be avail- 
able to make such comparisons with precision, and to enable 
sound judgments to be amved at But even when they are 
altogether wantmg they are unphed m most conclusions 

But IS the rate of mterest, alone, a useful gmde as to the 
value of secunties? 

The man who purchases a bond m 1930, maturing m 1940 
at 90, which gives 6 per cent, will, of course, receive a return 
m excess of this The actual flat rate of return is 6 6 per cent 
But m addition to this rate of mterest, he wiU receive at the end 
of 1940 a pnnapal sum of £ 100 , or £10 more than his purdiase 
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pncc This may be regarded either as a capital increase, or as 
an income In either case, there will be a steady appreciation 
in the value of the bond each year from the date of its purchase 
until it matures The yield is, therefore, actually 7 per cent 
Thus w'here mortgage banks are quoted to give a certain 
rate, this by itself means little We need to know the three 
factors which determine the effective yield of a security its 
price, its matunty date, and the rate of interest A bond 
scllmg at 60, givmg a 5 per cent rate which has ten years to 
run till matunty, is really cheaper in terms of mcome than a 
bond sellmg at 95 givmg 8| per cent which has only two years 
to run The investor, therefore, is really far more mterested 
in the yield, m the return which he receives dunng the tenure 
of his investment, than m the nommal rate of mterest ^ 

Here one must note the difference between Amencan and 
English usage m quotmg the current pnce In the USA 
pnces are quoted '* and accrued dividends,” 1 e they are quoted 
w ith interest deducted In England the pnce contains mterest, 
or if quoted just before dividend is about to be distnbuted is 
said to be "full of dividend ” No prmciple is mvolved, it is 
only a question of practice The Amencan notion is that the 
owner of a bond is entitled to the dividend on it as long as he 
holds it, and the new owner’s nght to dividend should begm 
on the day of purchase In England the seller sells his whole 
equity In comparmg the 5neld on bonds m different countnes, 
it IS necessary to allow for the different usage in quotation 


Bond tables have been compiled by means of which it is possible 
to determine at a glance the c\act yields of given securities if the 
price at ^^hlch the bond is selling, the rate of mterest, and the length 
01 tjuie until matunty arc given These bond tables give the prices 
i\orkcd out for an e\tended range of matunties, rates of interest, and 
jields "Hie method of use of these tables— the Rollins, the Sprague, 
and the Cquitablc tables*— is easily grasped 

B(Mton)'*' Bond Values, 1919 (Financial Publishing Co , 

N w York) ^**'^*^*“® ® Completed Bond Tables, 1915 (The Ronald Press, 

^ Tntst Company of New York, 

It Ins been assumed in the c\amplcs gi\cn above that bonds are to 
be redeemed at par 
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COMPARISON OF YIELD ON GOVERNMENT AND 
MORTGAGE BONDS FOR TEN-YEAR PERIOD. 1903-1913 » 

Germany 


Mortgage Bonds 

389 


Government Bonds 

371 

5 % 

Percentage difference 


Hungary 

Mortgage Bonds 

451 


Government Bonds 

4 3 * 

3 % 

Percentage difference 


Norway 

Mortgage Bonds 

4*4 


Government Bonds 

4 X 2 


Percentage difference 

3% 

Denmark 

Mortgage Bonds 

404 


Government Bonds 

425 


Percentage difference 

5 % 


Compaimg the yield on Government and mortga^ie bonds 
for the ten-year penod 1903--1913, we find that m Germany, 
Hungary, and Norway ^e mortgage bond gave a shghtly 
higher 3ndd Mortgage banks had to pay more for their loans 
than the Government In Denmark, it will be observed that 
the mortgage bond was regarded as a better security than the 
Government bond This was also the case m France where 
the Credit Fonaer was able to obtam capital at under 2 per 
cent at certam periods, and before the war paid only 2 \ to 
3 per cent on its bonds This is due m part to the lottery 
features whidi accompany the repayment 

Let us note m some greater detail the position m Germany 
for the penod 1910-1913 

At that tune bonds on a 4 per cent basis were usual, although 
the 4| per cent bond was mcreasu^ The former, therefore, 
were standmg below par 

' J H Gray and G W Terhorgh Fxrst Mortgages tn Urban Real 
Estate Finance, p 21 Dr Wolfgang’s study. Die Kwsbildung anRen- 
tenmoiht, suggests that these figures are altogether too favourable for 
mortgage bonds 
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The average yields were as follows— 

1910 1911 1912 1913 

On 4% Government Bonds 3 93% 3 9^% 4 03% 4 

On 4% Mortgage Bonds 401% 403% 415% 4*9% 

The Government bonds included loans of the Reich, as 
well as of Prussia, Baden, Bavaria, Bremen, Hamburg, Hes- 
sen, Oldenburg, and Sachsen-Weimar The mortgage bonds 
covered a great variety of issues with different dates of repay- 
ment and recall Both kmds are therefore typical Mortgage 
bonds gave slightly higher yields than Government boni, 
which means that this class of secunty was regarded as only 
a shade less desirable than Government bonds Broadly then, 
the onginal object of mortgage bond legislation m most 
countnes of creatmg a very secure class of bond had been 
achieved during the decade preceding the war, and this not 
m one country, but m all countnes where this new device 
was adopted During the decade after the war the basic yield 
has greatly changed m most countnes, and especially m Ger- 
many Early m 1931 lenders kept their liqmd resources in 
deposits, or mvested them m the mam m gilt-edged secunties 
The dmunution m the supply of capital owing to the great 
waste during the years of war, and the increased demand 
resulting from the opening out of new areas, the development 
of new industnes and new methods of orgamzation and the 
exploitation of new mventions, have resulted in an increased 
rate of mterest m the world market At the same time cer- 
tain countnes have suffered even more from monetary and 
pohtical malmse, and, consequently, they are not lendmg 
capital exceptmg at very high rates to cover the additional 
nsks 

Interest rates m Germany, to-day, are comparable to those 
in the U S A between 1877 and 1879 The rather sharp drop 
m pnce m Amenca, and the corresponding advance m 3neld 
from 2\ to 4 per cent, was due largely to doubt as to the 
ultimate resumption of specie pajnnents, and the discharge of 
Government debt m gold rather than in paper currency As 
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soon as it was made dear that specie was to be resumed the 
pnce of Government bonds rose sharply, so that the yield on 
them dropped to a httle more than 2 per cent In Germany, 
previous to the war, mortgage bonds, as we have seen, bore 
mterest, as a rule, from 3^ to 4^ per cent per annum Smce 
1924 they have borne an mterest between 7I and 10 per cent 
This rate is due to the lack of capital, and to fear that, owmg 
to the imposition of reparation payments and the consequent 
likdihood of high taxes and labour unrest, to say nothmg of 
pohtical disturbances, Germany may be unable to pay her 
way and, perhaps, be forced through a new cyde of infla- 
tionary troubles The result of this is a scaraty of capital 
for all purposes, for pubhc loans, mdustnal debentures, as 
well as mortgage bonds and the high rates they must pay 
for long time issues But it wiU be seen later that there is 
now a wider difference between Government bonds and mort- 
gage bonds than m the ten years preceding the wax, and the 
3ndd on mortgage bonds remains generally much bdow that 
on Government bonds 

The following calculations are based on the fortnightly 
jndd of 8 per cent German mortgage bonds, as well as of 8 
and 7 per cent German Government bonds for 1928, and for 
the first eight months of 1929^ 


REDEMPTION YIELD 



7 % Mortgage 
Bonds 

8 % Government 
and State Bonds 

7 % State and 
Provinces 

1928 

9 4 % 

8 6 % 

85% 

1929 

0 Months 

9 9% 

8 8% 

89% 


Similar calculations, comprising securities bearing a fixed 


' T^e figures are for a certain number of securities of each rfagg 
quoted on the Berlin Exchange, and were prepared by the Dresden 
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rate of interest, are classified m the following table according 
to their nominal rate of mterest— 


REDEMPTION YIELD ON DEBENTURES 




10% 

9 % 

1 

8% 

7 % 

6 %l 

1 

5 %! 

Average 

Governmeat's 
State Bonds 

1928 

6 months 

84 

88 

99 

90 

88 

72 

90 

Mortgage Bonds 

1929 

8 months 

89 

89 

10 7 

95 

94 

71 

96 


It IS clear that about i per cent more must now be paid 
by mortgage banks than by Government State and provmaal 
authorities Smce the most serious cause of high rates m Ger- 
many are pohtical, one should have expected that mortgage 
bonds would now be regarded as a better rather than a worse 
security than Government bonds Thus one might argue that 
if German Government bonds are to-day properly estimated, 
then mortgage bonds are heavily under-estimated Thus, if 
Government bonds must pay g per cent, mortgage bonds 
ought to pay, say, 7^ or 8 per cent instead of 9J or 10 per 
cent. In 1930 t)^ tendency began to show itself to some 
extent Mortgage bond prices began to rise so that their yield 
gradually dcchncd to that of Government bonds, and since 
purchasing still continued it is anticipated that with freei 
investment the pnees of mortgage bonds will continue to 
rise 

In America, too, mortgage bonds do give a yield substanti- 
all}^ higher than municipal or mdustnal shares Here the 
spread between the yield on municipal and mortgage bonds 
may be actually near 50 per cent But the American mortgage 
bonds are not only new, but are, consequently, not so wdl 
regulated They arc still not regarded as seasoned invest- 
ments The monthly average of 3uelds of fifteen high-grade 
bonds in each of four groups as compiled by the Standard 
Statistics Company are given m the first four columns, and 
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then the figures of average gross 3nelcls earned by the mort- 
gage mvestments of all important compames prepared by the 
Institute of Research m Land Economics and Public Utihties 



Fifteen 

Rail- 

roads 

Fifteen 

Indus- 

trials 

Fifteen 

Public 

Utilities 

Fifteen 

Muni- 

cipals 

Mortgage 

1920 

5 79 

6 01 

673 

498 

608 

1921 

5 57 

596 

656 

509 

6 27 

1922 

485 

521 

546 

423 

647 

1923 

498 

526 

541 

425 

635 

1924 

478 

521 

5 22 

420 

6 19 

1925 


506 

5 06 

509 

6 07 

1926 


491 

490 

408 

— • 

1927 


483 


398 

6 II 


Another estimate of the mortgage loan rates of insurance 
compames ^ows that it is ^ to i per cent higher than the 
market 3nelds of high-grade bonds — 


Qass of Loans 

1921 

1922 

1923 

Mortgage Loans 

mm 

603 

536 

High-grade Bonds 

imi 

494 

498 


Why does the yield on real estate loans ordinarily exceed 
the yield on high-grade bonds? This may be eiqilamed m 
part by the cost of handhng, and m part by the lesser market- 
abihty The admmistrative expenses on the former are higher 
Real estate mortgages require careful and frequent appraisals, 
exainmation of title, and supervision of msurance pohaes 
This costs about J per cent even when the sums mvolved are 
large The customary rate for mortgages bemg 6 per cent m 
the USA, the net return will be about 5^ per cent as against, 
say, 4 9 per cent on other classes of mvestment This 0 6 per 
cent is paid for the difference m marketabihty, assiimiTig that 
the security of high-grade mortgages and industnal bonds is 
the same The development of a nation-wide market, it is 
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expected, will result m lowering the yield of mortgage bonds 
by J per cent 

To complete the picture, let us now compare the average 
yield of high-grade bonds with those of the Federal Farm 
Loan Bon(k, i e those which are issued under Government 
supervision, which are trustee securities, and are tax exempt 


RATES OF THE FEDERAL FARM LAND BANKS AND 
YIELDS OF FEDERAL FARM LOAN BONDS. 1919-1925 



Average Yield of 
Sixty High- 
grade Bonds ^ 

Yield at Issue of 
Federal Farm 
Land Bonds* 

Loamng Rate of 
Federal Farm 
Land Banks 

1919, May 

517 

446 

550 

1921, May 

591 

500 

550 

1922, May 

4 94 

450 

6 00 

1923, April 

5 00 

4 47 

550 

1924, July 

4 80 

4 62 

550 

I 925 » July 

466 

415 

550 


The tendency is for the Federal Farm Loan System and the 
Real Estate Exchange to lower the mortgage loan rate of the 
other agencies ® 

What is the explanation of this wide and (judgmg from 
pre-war expenence) unjustified spread? A distmction needs 
to be drawn between controlled and uncontrolled bonds, 
and between countnes hke Germany, which has had great 
expenence m these matters, and the Umted States, whose 
expenence is limited Let us deal first with the case of 
Germany 

The judgment of the market m estimating risks is generally 

^ Published by Standard Statistics Co in Annual Statistical Bulletin, 
1926 

* Industrial Prosperity and the Farmer, by Russell C Engberg, p 116 
This study discusses the relation between money market and mortgage 
loan rates It is evident from these figures that the mortgage loan 
rates do not correspond closely to the condition of the market 

3 This applies to normal conditions when the capital fiow between 
countnes is not interrupted But at a time IiVb this (May, 1931) the 
resumption of capital loans would tend to have the effect of lowenng rates 
much more 
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very good when conditions are comparatively stable Any 
unjustified return, whether regarded as too high or too low, 
IS nghted m tune by the flow of capital to it where the rate 
is high, and away from it where it is low But once a major 
disturbance occurs, such as that m Germany after the war, 
the market has no means of measuring the present nsk It 
IS a httle wild. A rather hunted group are mterested, deals 
are rare, and a wide spread of pnces often occurs Of course, 
these unjustified difierences are ehmmated m tune But, 
owing to her lack of capital, tins may take a comparativdy 
long period m the case of German bonds 
One of the most important factors affectmg the rate of 
interest on mtemational securities is the abihty of the country 
of issue to absorb large ofiermgs from other countries, when 
they grow tued of them or appr^ensive as to then future 
Germany, owing to her lack of capital, has been unable to do 
this Her mortgage bonds have sufiered more m this respect 
than the Government bonds, precisely because few of the 
mvestmg countries know their ments Similarly, a constant 
flow of new capital must be available m the case of local issues 
if unjustified difierences m 3ueld are not to anse 
The low valuation of the unregulated mortgage bonds m 


the U S A is not quite as great as it appears to be, smce the 
whole system of mortgage bonds and the techmque still bemg 
new the securities are not as sound as they are abroad But 


even here the public still does not sufficiently appreciate the 
ments of this type of secunty The situation is entirely differ- 
ent with respect to the bonds of the Federal Farm Board 


banks 


Supposmg now that an mvestor has deaded to purchase 
mortgage bonds, he will find that the 3uelds ob tainabl e vary 
enormously These difierences may be eiqplamed on geo- 
graphical grounds and because of certam specif characteristics 
The variation m the yield of mortgage bonds m difierent 
countnes are very striking From roughly 9 5 cent m 
Germany and 7 per cent m the Argentme, it descends to 5 
per cent m Great Bntam and to shghtly less m Sweden and 
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in France These variations cannot be explained by reference 
to the special charactenstics of the secunties themselves, such 
as the degree of nsk, the matunty of the issue, marketability, 
etc This IS demonstrated by the fact that Government secur- 
ities show a similar divergence These are mfluenced by two 
mam considerations — ^the absence of a free flow of capital 
from one country to another, and the comparative pohtical 
instability of certain countries 

Investment abroad mvolves exchange fluctuations, and 
these, m the case of a number of countries hke Germany and 
the Argcntme, have been very serious, and m the opmion of 
the market the nsk of their recurrence has considerable weight 
There is also the reluctance to commit funds to countnes 
where events cannot be easily foreseen, and political distur- 
bances are judged to be not too remote Another unportant 
factor affecting normal yields is the stage of development 
reached by any country In new and undeveloped temtones, 
the risks of mvestment arc likely to be higher because of the 
less stable nature of the government and of its institutions, 
the uncertam enforcement of the law, the newness of mdus- 
trial ventures, the lack of knowledge as to who is trustworthy 
Nor can it be demed that in new and growing countries the 
opportunities for highly productive uses of capital are still 
open, so that good returns are available and, therefore, lenders 
are justified m borrowmg at comparatively high rates Each 
financial market is, therefore, withm certain limits depen- 
dent upon the local supply of and demand for capital Each 
country has its own mterest rate, and this vanes from that 
found m other markets They constitute, indeed, to a certam 
extent non-competitive areas 

Specific factors affecting mortgage bonds which explain 
price differences withm a country are their recognition as 
trustee secunties, their taxation status, and the operation of 
a smkmg fund Every country has its oivn particular laws 
definmg trustee secunties In nearly all countnes. Govern- 
ment and municipal funds and often railways are recognized , 
in some, public utihty bonds, but m many countnes mortgage 
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bonds enjoy this advantage This recognition makes a security 
one of a favoured class m which certam funds must be m- 
vested, and which inspires confidence amongst practically all 
mvestors 

Another special advantage sometimes given them by the 
Government of the country of their ongm is to make them free 
of certam taxes The German Government has given this con- 
cession to mortgage bonds mtended for sale on the foreign 
market , the mortgage bonds issued under the U S A Federal 
Farm Loan System enjoy a tax exemption, and many of the 
mortgage bond issues of the Middle and South Amencan coun- 
tries are equally pnvileged 

The provision of a smkmg fund for the retirement of an 
issue on a serial basis has, as its object, the withdrawal of 
all or of a portion of the bonds before maturity The settmg 
aside of a defimte, predetoimned sum annually for the purpose 
of buildmg up a smkmg fund to retne the bonds at maturity, 
or to retire a certam amount of the bonds regularly, mcreases 
the eqmty behmd the issue It becomes better secured either 
through the growth m the smkmg fund assets, or by the 
reduction of the amount outstanding This, therefore, tends 
to keep their price high and steady 
One of the diaractenstics of mortgage bonds usually stressed 
IS their comparative price stabihty Compared with ordmary 
stocks and shares they change httle m price How do they 
compare m this respect with other types of bonds? 

The calculations given on page 82 ^ow the devdopment 
m prices of German bonds m 1928 
The spread m German mortgage bonds over the year ex- 
pressed m percentages was 3*84, of communal bonds 3 21, of 
mortgage bonds issued by pubhc banks 3 89, of Government 
bonds 2 47, of loans of provmces and towns 2 93, mdustnal 
bonds 4 92 In fact, they are less stable than Government and 
more stable than mdustnal bonds 
It is frequently assumed that one of the differences between 
mvestment m bonds and mvestment m shares is that the 
former affords no opportumty for capital appreciation, whilst 
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the latter does This can easily be shown not to be the case 
Let us consider a bond whose credit position improves 
This may be due to factors afiectmg the bond itself Take 
the case of an Argentme mortgage bank bond, or a bond 
issued by the Argentme Railways Their credit position may 
improve because the market begms to view that country 
more favourably The nse m the pnce of these bonds would 
then occur earher, and not have to wait until towards the 
matunty date This is what is hkely to occur with German 
mortgage bonds if pohtical unrest does not prevent it Thus, 
if the effective rate of mortgage bonds to-day is g per cent, 
and owing to pohtical appeasement they go down to a 6 per 
cent basis, then there \nU be a nse m their market pnce 
They will soon be quoted well over par Still another kmd of 
operation is possible in the purchase of bonds Where a general 
reduction m investment rates on capital occurs, the 3 neld of 
all new bonds is lowered and a profit accrues to existing 
bondholders as a class In recent years this class has enjoyed 

PRICES OF DIFFERENT CLASSES OF GERMAN BONDS » 



Mort- 

gage 

Bonds 

Com- 

munal 

Bonds 

Mortgage 
Bonds issued 
by Public 
Banks 

Govern- 

ment 

Bonds 

Loans of 
Provinces 
and 
Towns 

Indus- 

trial 

Bonds 

1928 

91 67 

1 

9026 

90 88 

_ _ 

89 14 

89 00 

January 

93 99 

92 03 

9308 

8944 

90 91 

9230 

February 

93 48 

91 54 

9263 

88 76 

90 39 

9085 

March 

9275 

91 z8 

91 98 

88 01 

89 96 

8973 

April 

9240 

91 01 

91 70 

87 59 

89 52 

89 58 

May 

9203 

9073 

91 41 

87 37 

89 02 

89'zz 

June 

9175 

90 28 

91 00 

86 97 

88 99 

89*05 

July 

91 41 

9004 

9048 

8946 

88 96 

8876 

August 

91 00 

8981 

90 20 

89 18 

88 92 

88 22 

Sept 

90 6x 

89 6z 

89 89 

88 36 

88 84 

87 89 

October 

90 25 

89 17 

8964 

8808 

88 27 

8738 

Nov 

90 15 

88 89 

8940 

88 07 

87 98 

8740 

Dec 

90 22 

88 82 

89 19 

88 32 

87 98 

8764 


* G Plum, *' Das Hypothekenbankjahr, 1928," Bankanssenschaft, 
20th May, 1929, p 143 It IS to be regretted that Dr Plum does not 
indicate the rate of interest of these bonds, nor whether they r^resent 
a combination of different classes 











YIELD 


83 


a substantial appreciation m the value of its holdings But 
it should be noted that there is httle additional gam for these 
people in realizing them Having sold a given bond they are 
compelled to remvest at a time of lower mterest rates Sup- 
posmg a bond bought on a 7 per cent basis m 1923 is now 
issued on a 6 per cent basis The price of the former goes up, 
let us say, from 100 to 115 If the mvestor sells out his former 
holdmg and buys the latter he is no better off Thus the holder 
may profit from the purchase of bonds selling at a discount 
and holdup until maturity, or by buyu^ bonds that are below 
their true values or whose status is likely to improve, and 
holding thorn until the mar ket recogmzes their value and then 
s oiling them, or from the general rise m value of bonds conse- 
quent on a lowering of the rate of mterest 
No reference is made to the possibihties of capital appreaa- 
tion ansmg from monetary uncertamties The fear that a 
country will be forced off the gold standard results m a heavy 
dedme m the value of all its securities m foreign markets If 
these fears are not justified or exaggerated, capital appreaa- 
tion wiU result to those who bought bonds at the low prices 
It will be useful now to summarize the attractive quahties 
as well as the weaknesses of mortgage bonds as a security 
Under normal conditions the mortgage bond constitutes one 
of the safest classes of secunties Issued by mortgage banks 
which do not suffer from cut-throat competition and conse- 
quent mstabihty of eammgs, Iheir capital is wdl placed, 
whilst their tasks m the matter of control and collection of 


mterest are simple The legal supervision of their bonds, the 
fact that Ihe mvestor has a first hen on assets and eammgs, 
the past record of their rehabihty, are characteristics which are 
not suffiaently appreaated by mvestors They constitute a 
class of security of which the market estimate of nsk is greater 
than the actual nsk In spite of the constant effort of pro- 
moters to mtroduce new safeguards mto other secunties, none 
IS so well secured as the mortgage bond 
But the mortgage banks themselves, and the bonds they 
issue, are hkely to have different degrees of secunty mto which 
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the skilled investor must mquire The unmstructed voU find 
the problem of selection less difficult than m any other t5q>e of 
holding, because of the nature of the security and the liimted 
range of fluctuations There are a variety of types of mort- 
gage bonds, and all have developed a senes of defences m order 
to make them secure The companson of mortgage bond 
yields with those of other bonds previous to the war, showed 
that mortgage bonds were regarded then as the very highest 
type of secunty, practically as good as those of the most 
powerful governments The situation has changed somewhat 
smce the war, and the mortgage banks are obhged to pay 
more for loans than is paid for similarly secured bonds It is 
for this reason, apparently, that they offer now more than any 
other class of bond the maximum return consistent with the 
actual nsk Let us examme this pomt in some detail The 
mtelligent investor advised to purchase mortgage bonds de- 
sires to have a companson made between the yields obtamed 
by mvestment m mortgage bonds, m Government bonds, m 
mumapal bonds, and m mdustnal debentures ^ To hun they 
are mterchangeable secunties of the t}q)e which constitute a 
relatively secure mvestment, guaranteemg safety of pnncipal 
and giving a predetemuned return, and enjoymg, as a rule, 
ready marketabihty They are aU subject to sucffi mfluences 
as a nse or fall m the long tune mterest rates or m short time 
money rates But, of course, they do differ, and the difference 
is greatest m the nature of the secunty behmd them Indeed, 
smce the marketabihty of certain mortgage bonds and Gkivem- 
ment bonds is about the same, differences m yield must be 
due to then difference m secunty 

What mdexes are to be studied m connection with Govern- 
ment bonds raised by way of foreign loans? 

I What IS the mtemational standmg of the borrowmg 
Government m respect to her credit? This would be affected 
by its revenue and expenditure, the fixed and current assets, 

1 Of course, h.e ^ould realize that the disbnction betureen shares 
and bonds is not that between uncertainty and no uncertainty, but 
between more uncertainty and less uncertainty 
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potential wealth, indebtedness at home and abroad, and its 
record in debt payment, especially to foreigners Some argue 
that a borrowing country ought to be able to show a normal 
surplus of exports over imports 

2 For wlwt purpose is the loan required^ Is it for war 
expenditure, or for repaying existmg debt or for capital 
development purposes? 

3. Is the borrowmg country m a position of pohtical stabihty 
at home and abroad ? The answer m regard to the former pomt 
may depend on whether there is an accepted constitutional 
regime, and a normal mdustnal and social devdopment m 
tile country m question The trade umon movement and the 
employers' organizations may be headmg for strikes or even 
general mdustnal conflict Wars, or even threats of war, may 
gravely unpenl the credit of a country 

4 Is the currency m which mterest and capital are to be 
paid likely to be stable? 

Qearly, these tests may be misleadmg if they are not 
judiaously apphed Thus, new countnes with great resources 
might not be able to have an export surplus, and yet consti- 
tute good channels for mvestments But they mdicate the 
kmd of factors that must be examined Another condition 
remains to be added to the hst The secunty of a bond may 
be strengthened by the grant of a specific additional secunty 
— a first charge on Customs’ duties, a tobacco monopoly, or 
the kmd of secunty behmd the Brazil coffee scheme But even 
m these cases the National Kevenue remains as an additional 
secunty On the other hand, it should be noted that most 
Government and mumcipal loans axe not specifically guaran- 
teed, except in the case of young Governments or those 
older Governments whose finannal position is regarded as 
weak 

The mam objection to the Government bond arises from the 
possession by the State of a sovereignty whidi enables it to 
deal as it thinks fit with the pubhc creditor Governments 
cannot be sued m a Court of Inw for debts Their methods of 
borrowmg, their plans for repayment, and, m extreme cases, 

7 — (ao8i) 
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their power of repudiation, make them m effect mdependent 
of external control 

Subsidiary Government bodies are limited m respect to the 
amount, the term, and the form of loans Their loans can 
be contracted only under the sanction of the appropnate 
authonty They are subject to supervision m order to prevent 
improvident usage of revenue and property The creditor 
has the nght of daimmg the aid of the law against a default- 
mg municipahty The duef purpose of local debts is the 
establishment of reproductive works The mam weakness of 
mumcipal loans hes not, as is sometimes suggested, m the m- 
abihty of the mumcipahties to levy important duties or an 
mcome tax, but results from the fact that public opimon is not 
as vigilant over local as it is over central Government budgets 
There is the same need for a well-prepared account if there is 
to be clear and accurate finanaal management, but public 
criticism is, as a rule, lacking for the local budget Frequently 
they take advantage of this fact to borrow too heavily 

The orthodox view respectmg debenture-holders of mdus- 
tnal compames used to be that they were not proprietors, but 
creditors They had no need, therefore, to worry about 
fluctuations m eainmg power In the last resort they could 
foreclose on property, and as this was, as a rule, valued at 
more than the amount of debentures issued, the security was 
regarded as absolutely safe But, m fact, the prior nghts of 
the debenture-holders to mcome and to capital are not always 
reahzable Recently, there have been numerous cases in 
which compames which have fallen on bad times have com- 
pelled them to give up their pnor rights^ The conclusive 
argument is that if a receiver were appomted, the assets would 
not realize enough to pay off the debenture-holders In mdus- 
tnes m whidi buildings, plant, and machmeiy are a high per- 
centage of the capital, sudi as iron and steel concerns or coal- 
mmes, debenture-holders have found it more profitable to 

^ E g the recent reorganization schemes of Armstrong Whitworth, 
Pearson and Knowles, Baldwins, Umted Steel, and Engli^ Electric 
Company in Great Bntain 
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give up then- mortgage rights, partly or wholly, than to fore- 
close In the Vickers reconstruction scheme, assets standing 
on the books at ^^12,500,000 were found to be almost worth- 
less, and the shares were written down to 6s 8d The 
wntmg off of two-thirds of the face value of the shares of the 
company was a mere recogmtion of the fact that heavy 
losses had already been made The change makes no differ- 
ence whatever to the eammg power of the company or to the 
value of the property Industrial debentures and preference 
shares, as well as ordmary shares, are liable to be written 
down if busmess is bad The purchase of mdustnal deben- 
tures therefore calls for great care, and a high standard of 
knowledge and mtelhgence, and once purchased they require 
watdimg 

The mortgage bank when issumg a loan offers a specific, as 
weU as a general, security— the specific secunty bemg tiie 
actual mortgages on the property, which are worth consider- 
ably more than the total amount of bonds issued, and the 
general secunty based on the general assets of the bank 
Default by mortgage banks to meet their obligations has been 
very rare, exceptmg m times of a general financial catastrophe 
Government troubles of a purely pohtical nature have, as a 
rule, httle effect on mortgage bonds Even strikes, pohtical 
revolutions, changes of taxation, the non-balancing of budgets 
have had only a small mdirect effect on the value of bonds 
secured on real estate But dunng a general loss of confidence, 
whether due to pohtical or economic causes, mortgage banks 
are also affected Broadly, however, whilst Government and 
mumcipal loans have, as a rule, the guarantee of the pubhc 
authority with its taxation resources, mdustnal companies aTid 
mortgage banks are based on pnvate credit backed by good- 
will, tangible assets, and abihty to make profits Management 
remams of key importance In Germany, towards the end of 
the nmeteenth century, and m Amenca to-day, mortgage 
banks have failed m spite of supervision or expenence 

When, however, an exaimnation is made of the number of 
States which have at one tune or another defaulted, anrl one 
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contrasts them with the cases m which mortgage banks have 
failed, one is compelled to take the view that the bonds of 
the latter are as safe as the bonds of the former Not only 
Turkey, and the States of Central and South Amenca which are 
generally known to have been guilty of default, hut most 
States at some tune or another have failed to meet then 
obligations Destructive pohcies and maladmmistration or 
mismanagement of revenue, even where there has been m- 
sufficiency of resources, have often resulted m recurrent 
deficits 

Indeed, it has been contended recently that a very large 
proportion of the sums mvested abroad by Great Bntam in 
foreign loans, m Government securities, and m industrial 
undertakmgs has been wasted ^ A commission of mvestiga- 
tion of the foreign loans issued on the London Stock Exdiange 
between 1828 and 1878 concluded that about 40 per cent out 
of 614 millions, some 212 milhons, had been lost It is argued 
that the present haphazard mdiscnmmatmg pohcy of oversea 
lending has been proved to be extremely costly, and expert 
gmdance is needed 

Contrast now with these characteristics the mam features 
of the mortgage bank Unhke Governments which may bor- 
row for pohtical objects, the mortgage bank grants loans only 
where economic development is the predommant motive 
Unhke the mdustnal debenture which is raised and spent by 
the same company, the mortgage bank obtkms loans under 
conditions which imply a State supervision of a strict kmd, 
whilst it, m turn, exerases supervision over the ultunate 
borrower Unhke the State, the bank is limited m respect to 
the amount and form of the loans Unlike the industry its 
risks arc limited 

The principles of company investments are fully apphcable 
to mortgage banks , the avoidance of the formation of fictitious 

1 "Has Foreign Investment Paid’’’ by Arthur Michael Samud 
The Economic Jow nal, March, 1930 It should be observed that a very 
high percentage of foreign loans takes place in the form of fixed yield- 
ing securities, but, as previously observed, have rarely taken the form 
of in\ cstment in mortgage bonds 
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capital, the creation of sinking funds, the fixing of the 
term of each loan to the tune at which the return from its 
employment ceases, are gmdmg rules which the ordmary 
mvestor understands But whilst he requires direct knowledge 
if he IS to mvest m mdustnal debentures, he may mvest m the 
bonds of a leadmg mortgage bank with confidence The con- 
clusion emerges lhat the bonds of a well-managed mortgage 
bank are safer than those of the average central or local 
Government, and very much securer than mdustnal deben- 
tures But the mortgage bond is not, as a rule, as marketable 
In spite of modem developments and m spite of local 
mterests, the absence of a satisfactory organization results m 
real estate mortgages commanding a narrow market , they are 
difficult to mvestigate and, therefore, lack hqmdity At the 
same time, mvestors without daborate organization for ap- 
praising them are reluctant to mvest in them Thus, althou^ 
the mortgagor, the borrower, is wilhng to pay a high rate to 
the lender, the mortgagee cannot safdy take advantage of tite 
attractiveness of the yield We have seen that the narrowness 
of the market can be overcome through the mortgage bank 
and the mortgage bond But here, agam, the question of 
hqmdity of securities is raised Unless the bond can be rnaAp 
marketable, the mortgagor will have to pay a Tu gh rate for 
the loan Marketabihty requires mcreasmgly the mterest of 
foreign capitalists National mterest therefore d^manfig an 
international organization Without such a highly-organized 
market, the development of real estate— urban and rural— is 
more costly than it need be 


The advantages usually claimed for mortgage bonds may be 
tabulated as follows — 

1 A dear title to a part diare of certain specified properties 

2 Real property as basis of the security 

3 Conservative appraisal of its value and its possible 
improvement 

4 Adequate margm of safety 

5 Higher mcome than any other security of eoual 
ment 
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6 Moderate fluctuation m prices 

7 Higli marketability withm the country of issue 

8 A secunty which can be borrowed upon 

9 A security which will run for a long time 

10 A secunty which requires little attention 

11 Acceptable denommation 

12 Prompt settlement m cases of dispute owmg to the 
legal regulations 

13 The bonds are often tax exempt, at least when issued on 
the foreign market 

14 They are generally trustee secunties 

This may be summarized bnefly Mortgage bonds are rda- 
tively under-valued 

The analysis of the earher chapters pomt also to a number 
of dangers m mortgage bond mvestment These result from 
the evils of monetary mcdatse, and of violent changes m the 
rate of mterest — ^from which, be it noted, other bonds also 
suffer 

Whenever any country is unable to balance its budget, or 
for any other reason is threatened with a period of inflation, 
the value of its fixed securities dedmes The danger is lessened 
somewhat by a promise to pay m sterlmg or m the currency 
of some stable country, but the fears of a paper currency and 
inflation and the tidal consequences are not entirdy ehm- 
inated But assuming that the country whose bonds we are 
mterested m still mamtams the gold standard, t ben a peculiar 
danger results during periods of monetary excitement which 
increase the opportumty for reckless gambling Special facil- 
ities for mortgaging real estate will then be sought Excessive 
optimism may grow contagious and new properties recklessly 
constructed Still, experience shows that these p 5 ^otechnic 
happemngs are less important m the long run than the less 
perceived changes m the purchasmg power of money Durmg 
periods of nsmg prices the real value of the dividend dedmes, 
whilst at the same tune there is capital depreciation, and the 
reverse occurs durmg periods of falling prices If, as seems 
hkdy, we are about to see contmumg falling prices, fliaTi fixed 
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yielding securities vuU be a good type of investment Mort- 
gage bonds are long penod mvestments m which long time 
money phenomena have the opportumty to work themselves 
out The short penod results may be very different from long 
penod effects 

Certam countnes have recently had to pay very high interest 
rates, because of the lack of capital m comparison with the 
demand for it Mortgage banks m these countnes have been 
obhged to issue high yieldmg bonds But these attractive 
rates can be stopped m the case of those issues which have a 
redemption clause operative at an early date It should be 
noted that where the yield on bonds is high, the rate on which 
loans are made must be very high, so that productive mdustry 
may be stifled under it, and this m the long run may prove 
harmful to the secunty of tiie mortgage bond The same effects 
follow from the low profits and high taxation, which have been 
the lot of agnculture m recent years Mortgaged property if 
thus cnppled will have httle value when taken over by the 
bank 



CHAPTER VI 

THE MORTGAGE BANK AT WORK 

Investment theory requires to be elucidated by the constant 
reference to history , just as, m turn, the histojy of security 
pnees has to be interpreted by the aid of general principles 
Every type of secunty has its own peculiar problems which 
call for speaal treatment, though, at the same time, there is 
no way of avoidmg the operation of those economic conditions 
and forces that affect all securities 

It may, therefore, be useful to illustrate some of the ten- 
dencies and problems relatmg to mortgage bonds m general, 
by reference to a senes for which we have detailed facts over 
a considerable penod By following the quotations of the 
Mortgage Cedillas of Argentina from 1908 to 1928, we will 
obtain a clear and exact picture of the developments of these 
bonds and the vanations m theu: pnee, and it may be possible 
to discover some reasons for them First, however, let us note 
some more general facts 

Argentina has fifteen mortgage banks, of which twelve are 
national and three are foreign The largest with a bond dealt 
m internationally is the Banco Hipotecano Nacional. It is a 
State bank, estabhshed m 1884 for the purpose of “facihtatmg 
the grant of loans on mortgages throughout the Repubhc, 
based on the issuance of mortgage bonds which are to be 
redeemed by means of an accumidative amortization fund " 
It has no capital stock, and does not aim at makmg a profit 
The board of directors is appointed by the President of the 
Repubhc The National Mortgage Bank of the Argentme 
belongs to the type of central mortgage bank owned and con- 
trolled by the Government, which is to be found also m Cble, 
Colombia, and Yugoslavia It has the exclusive nght of issu- 
mg bonds secured by mortgages on property located m the 
capital of the Republic and the national temtones But this 
docs not depnve the governors of the autonomous provmces 
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from authorizing the creation of mortgage bafrks with the power 
of TnaVing inflTis on property situated m their respective areas 
The bank operates with the funds obtamed through the 
sale of cMulas, a qiecies of bearer bond At the tune of its 
organization the Government established a credit of 2,000,000 
pesos m its favour for administrative expenses and as an 
additional guarantee fund 

The Bank grants chiefly agricultural loans, but gives also 
credit on industrial buildings and house property, 1 e on all 
income producing property Loans are secured by first mort- 
gages on unencumbered, improved, or agncultural property 
to which the owner has a dear title Mortgage loans may be 
granted also on buildings m process of construction, special 
provision is made for loans up to 6,000 pesos for the construc- 
tion of houses for labourers, whidi may nse up to 70 per cent 
of tiie appraised value The law governing the operations of 
the bank states specifically that loans may not be granted on 
mmes and quames, or on property leased for a period of more 
than five years from ihe date of the proposed loan contract 
The amount of tiie loans is withm the discmmnation of the 
Board, but an upward hmit is set In 1929 it was usual to 
lend 40 per cent of the value of property, and 20 per cent of 
the value of any improvement was taken mto account In 
the case of loans to corporations, the loans are restricted 
to 30 per cent of the appraised value Loans on amusement 
places are made up to an amount of 25 per cent of the value 
On 15th June, 1930, the President decreed an mcrease of 
mortgage Cedulas to 50 nulhon pesos paper This was the 
first mcrease under the law authorizing tiie expansion of the 
total amount from 1,500 million to 2,000 Tmllinn pesos paper 

1926 Pesos 

Total bonds outstanding 1.268.071,800 

Total loans granted for bmldings 137,000,000 

Total loans granted for urban buildings 81,000,000 

Mortgaged property cannot be leased or sold without the 
approval of the bank 

The loans granted are 33 years cumulative amortigatimi 
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loans The annual payment of the borrower amounts to an 
interest charge of not more than 6 per cent, plus i per cent 
amortization, plus i per cent service charge for the first 
I of the penod, | per cent for the second part, J per cent 
for the third part of the period In case of default in any 
payment, the bank has the nght of foreclosure without pro- 
ceedmgs m the Courts after a lapse of sixty days 
The loans are ordmanly made m C 4 dulas, m umts of i,ooo, 
500, and 100 paper pesos Thirty-five senes of 50,000,000 each 
are now m circulation The borrower sells these m order to 
obtain the cash he requires Each senes of the bonds issued 
has its own separate sinking fund The payment of mterest 
and smkmg fund is guaranteed by the Government The bank 
offers the extraordinary spectacle of issmng its bonds at 6 
per cent whatever market conditions prevail, with the one 


MOVEMENT OF NATIONAL MORTGAGE CfiDULAS 
(In thousands of dollar notes) 


Years 

Circulation 
as on 31st 
December 

Cedulas 

Issued 

Cedulas 

Withdrawn 

Stock Exchange 
Transactions m 
C6dulas^ 

1908 

168,200 

27,500 

14,700 

63,100 

1909 

199,900 

52,400 

20,700 

158,000 

1910 

272,100 

98,800 

26,600 

143.300 

I9IX 

358.900 

115,900 

30,000 

182,800 

Z9I2 

463,800 

140,600 

34,800 

271,200 

1913 

520,700 

gz,ioo 

34,200 

197.700 

1914 

556,200 

49,900 

14,400 

186,400 

1915 

540,600 

— 

15,600 

102,100 

1916 

532,700 

9,300 

17,200 

1X1,100 

1917 

562,000 

49,700 

20,400 

137,800 

19x8 

605,500 

81,300 

37,800 

135,400 

1919 

623,900 

94,900 

76,500 

285,200 

1920 

629,600 

50,700 

45.000 

306,700 

1921 

706,200 

128,800 

52,200 

351,700 

1922 

916,700 

273,600 

63,100 

627,300 

1923 

1,002,200 

147,600 

62,100 

655,800 

1924 

1,103,700 

159,000 

57.500 

391,800 

1925 

1,191,400 

141,800 

54,100 

347,600 

1926 

1,268,100 

137,100 

60,400 

369,800 

1927 

1,344,100 

142,500 

66,500 

357.900 

1928 

1,429,800 

147,600 

61,900 

364,600 


^ Nominal value 
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exception of the 1905-1938 issue which was on a 5 per cent 

basis, and which has been retired m large part This means, 

of course, that they have to be sold on the market at vai 3 nng 
pnces 

Argentme Cddulas have an unusually wide mtemational 
market, being dealt m on the Stock Exchanges of Buenos 
Ayres, Santiago, London, Amsterdam, Brussels, Madnd, and 
other European centres Prior to 19141 9 ® these 

C^dulas were held by European mvestors They are now 
regarded as one of the best mvestment secunties m South 
Amenca, and are held very largely m the country 
In the course of twenty years there has been a nmefold 
mcrease m these mortgage C 6 dulas With the exception of 
1915, when the imtial disturbances due to the war caused a 
substantial drop m their quotations, C^dulas were issued 
annually Smce 1920 there have been issued at least one hun- 
dred thousand per annum, whilst, as a rule, less than a half 
of this number have been withdrawn The considerable m- 
crease m the issues of recent years was due to the new agri- 
cultural and land settlement schemes encouraged by the 
Government As might be expected, the number of Stock 
Exchange transactions m this secunty has greatly mcreased 
In bnef, the mortgage C^das have grown m importance as a 
held for the mvestment of national savings 


Stock Excdumge Transactions 
in the First Two Months 

In thousands of million dollar notes ^ 

■ 

1927 

1928 

1929 

National Fubhc Bonds 

9.900 

10,800 

14,000 

12,300 

Pcovmcml and Miunicipal Pubhc 
Bonds 

7,000 

6,300 

12,000 

14,200 

National Mortgage Cedulas 

46,500 

45,800 

52.500 

45,100 

Mort^e Bonds 

2,700 

5.500 

9,100 

7.100 

Shares i 

5.700 

14,800 

11,300 

7,900 

TotAU 

71,800 

1 

83,200 

98,900 

86,500 


^ The gold peso isnonunally equal to 47*38d , and 44 gold pesos have 
the same value as xoo paper pesos 
* Figures for 1926 are estimates 
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Some conception of the very great part now played by 
National Mortgage C^ulas on the Argentme Stock Exchange 
may be obtamed from the figures given on page 95 referrmg 
to transactions m the first two months of recent years 
It is evident that nearly 60 per cent of all transactions on 
the Aig^tme Stock Exchange relate to the National Mort- 
gage Cedulas alone Perhaps m no country m the world are 
mortgage bonds such a popular secunty This is due m part 
to the very large number issued, and in part to the fact that 
they are Government guaranteed 
Let us compare the price quotations and yields of a number 
of different issues of Cedulas m rec^t years The quotations 
given are for February 


QUOTATION IN FEBRUARY 


The Issue 

1926 

1927 

1928 

1929 

Ced Law 10,676, Seventh Senes 

95 53 


9938 

100 72 

C6d Arg Int , 1913, 6% 

9505 


98 z8 

10033 

Ced Arg Int , 1911, 5% 

8517 


86 58 

9175 


YIELDS CALCULATED ON FEBRUARY PRICES 


The Issue 

1926 

Z927 

Z928 

1929 

Ced Law 10,676, Seventii Senes 

628 

6 z8 

604 

396 

Ced Arg Int , 1923, 6% (im ) 

63Z 

636 

6 zx 

598 

Ced Arg Int , X9ZZ, 3% (im ) 

587 

591 

578 

5 45 

Ced Arg Int , Z9ZZ, 5% (net) 

643 

652 

636 

586 


It should be noticed that it does not make any senous 
difference whether the C^dula is on a 5 per cent or, as is now 
usual, on a 6 per cent sterhng basis The market pnce is 
adjusted to the yield obtamed firom the different secunties. 
It IS dear, also, that all are influenced m the same direction 
by market conditions with respect to money 
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national mortgage CfiDULAS 

to the average for eS senes «oed sohse,^* 19 M ^ 95 9^ 

In 1927 » » ” " .. M 99 39 

In 1928 •' " ’I „ „ 99 7 

In 1929 IS " ” 

First 7 
months 

How do their pnces and yields compare with those obtam- 
able on Argentine Internal Credit Bonds’ 

average of argentine internal 

CREDIT BONDS 
■(AvSEas® of 10 different Senes) 
e: 9478 

1926 gj 22 

9847 

1928 5 

1929 

AVTTPAr'TT nTTfiTATIONS AND YIELDS OE THE NATIONAL 
QUOTAHU^b^ ^1- ^ credit BONDS 


Average Quotations 
and Yidds in Sept 


Sssiss Issued after 1920 


1926 

1927 

1928 

1929 

1 

[ 

In Oct , 
1929 

Quotatums {ex coupon) 
Nat Mortgage Ced 
(ag Senes] 

1 

9704 

9789 

100 12 

99 44 

1 9850 

C6d Arg Int 
(10 Senes) 

1 

95 74 I 

9598 

g8 81 

9840 

97 08 

Yields 

Nat Mortgage C6d 
(29 Senes) 

618 

613 

5 99 

603 

6og 

C&d Arg Int 
(10 Senes) 

6 27 

625 

607 

6 10 

6 18 


It IS dear that m the Argentine tiie C^dtdas gave a lower 
yield than the mtemal bonds This indicates that they were 
regarded as better security We must note tiiat this is excep- 
tional, and apphes only to this and a few other dasses of 
mortgage bonds m other countries The explanation is simple 
The Government guarantee of the CMula tends to give it the 
same status as the internal bond, but it has a specific security 
behmd it Added to this, the wide knowledge of C4dulas h^ ,s 
made them so popular that they are preferred 
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It IS not necessary to follow the thirty-five senes m order 
to obtain some clear idea of the tendencies m their quota- 
tion We will sdect certam representative senes for which 
we have contmuous quotations, which satisfy certam age 
reqmrements and are relatively important m numbers The 
four chosen are known as Senes L, first issued m 1907, and the 
Cddulas of Law, No 8172, m 1909, these two being repre- 
sentative of the old emissions Senes i and Series 7, first issued 
in 1914 and 1919 respectively, enter the group of new issues 

min 



Quotations of the National Mortgage C£dulas 
1908-1928 


The graph illustrates the quotation of the National Mort- 
gage C^dulas It represents the movement of these four senes 
Between 1907 and 1920 there are two prmcipal cycles, and 
from that year onward there is an upward movement which, 
by 1926, takes the C6dulas up to panty Dunng this penod 
there is a nse m value of some ii per cent m these secunties 
This general trend is very significant when compared with the 
trend of pnces of German or French mortgage bonds In those 
countnes, durmg the penod 1908-1928, there was a compara- 
tive dechne m the pnces of secunties The rate of mterest 
had mcreased The reverse is true m the Argentme The 
explanation is to be found m the improved credit of that 
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countiy Instead of having to pay some 8 per cent for loans 
on mortgage bonds, she could obtam them at 7 or even at 
6 per cent Her credit conditions were, m spite of mteiruptions, 
slowly approaching those of the older-established countnes 
This IS best illustrated by the following graph— 



Stock Exchange Transactions of National Mortgage 
Bonds and Internal Bonds 

The maximum difference was readied m Apnl, 1927, smce 
when the prices have tended to comcide 
Let us now trace the two cydes and see if we can discover 
any eiqilanation of them The low prices of 1907 and 1908 
are characteristic of the prevailing depression Subsequently, 
quotations begm a rapid ascent and reach their maximum, 
above parity, towards the middle of 1910 , immediately after 
that a downward movement sets m, which, mterrupted by a 
shght upward tendency m 1912 and 1913, contmues till August, 
1914 From 1913 the fall is rapid, and becomes more rapid 
owmg to the imtial disturbances of the war and the conse- 
quent monetary restriction The war aggravated the condi- 
tions which produced the downward movement m the Cedillas’ 
cyde Durmg the year 1915, and the first half of 1916, the 
upward penod of the second cyde develops, and, apart from 
a slight drop back m the second half of 1916, contmues until 
1918 Quotations then play about parity, which is passed 







100 


THE MORTGAGE BANK 


for a short penod, until 1919, when the downward movement 
commences In 1920, the lowest pomt of this cycle is reached 
somewhere round 87 There is a sharp recovery dunng 1921, 
and the upward tendency contmues until the first part of 
1923, when parity is agam reached The price then oscillates 
slightly round parity until the end of 1928 The rates respond 
rather closely to money market conditions duimg the whole 
penod 

In the last stage it is mterestmg to study the differences 
exhibited between the pnces of the old and the new C 4 dulas 
The quotations of the old Cddulas nse more steeply than 
the new ones The former approximate to panty between 
1923, 1924, and 1925, while the latter oscillate about 95 dur- 
ing the same penod In 1926 the old C^dulas nse above 
panty, and then fluctuate round about panty m 1927 and 
1928 The new Cedulas nse m pnce, and slowly attam panty 
by the middle of 1928 These disparate movements are attri- 
butable mainly to the penod they have to run before they are 
withdrawn from circulation, m accordance with the system of 
amortization to which they are tied either by purchase in the 
open market, if the pnce is below par, or by drawings by lot 
when quotations stand above parity All the senes are repay- 
able at par by a smkmg fund of i per cent per annum which 
is cumulative, each senes having its own smkmg fund which 
redeems the entire issue m about tbrty-three years 

The older a senes is, the greater is the proportion which the 
bank must \vithdraw under the system of amortization adopted 
Thus the followmg table shows the percentages of the total 
circulation of Cddulas m each issue withdrawn dunng the 
qumquenmum, 1921-1926 — 


Scries L 84% 

Law 8,172 (Old) 6 5% 

Senes 1 5 5% 

Senes 7 40% 


The bank must, as a rule, go on the market to purchase 
these bonds This demand is added to the normal mvest- 
ment demand, and tends to dnve pnces up This mfluence 
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IS greater as the percentage purchased is greater, and this 
demand grows mtenser as the senes grows older Hence the 
higher quotations for the older C^dulas When, however, the 
market forces C^dulas over loo, the older the C^dulas the less 
likelihood is there of them exceeding this amount by much, 
smce the probability of their bemg withdrawn mcreases 
Here, as elsewhere, in Stock Exchange valuation, pnces are 
affected not only by the fact of amortization, but also by the 
expectation of amortization They are influenced also by the 
conditions m the money market, which may be favourable or 
unfavourable It is extremely significant that even dunng 
the later months of 1929 and the earher months of 1930, 
when secunties—shares and bonds — everywhere dedmed con- 
siderably, C^dulas fdl only a pomt or two Even when the 
Conversion Office was closed on i6th December, 1929, and 
further gold eiqiorts were prohibited, they mamtamed their 
price exceedmgly well Two facts help to explam this First, 
the C^dulas circulate m overwhehnmg numbers withm the 
country, and so a drop m the foreign exdianges hardly affects 
them at aU Besides, there are few alternative mvestments of 
a similar class withm the country, and these would be affected 
by this consideration qmte as much Secondly, any substan- 
tial drop m price mduces those who have mortgaged their 
property to buy up C^dulas and to cancel their mdebtedness 
This characteristic of the Argentme type of mortgage bond, 
also common m Europe, tends to prevent the diveigence from 
the redemption price going beyond a certam pomt 
It may be instructive to exanune more closely precisely 
when mortgage Cidulas are issued and withdrawn, when 
Stock Exdiange transactions are most active, and whether 
we can trace any relationship between these mov^ents and 
price movements It is noteworthy that dunng penods of high- 
est pnces the emissions are great^t, and during penods of low 
pnces there are only small issues, or none at all Thus a large 
issue was that of 1912, when the pnce of C^dulas was high, m 
1922 they reached the highest pnce they have yet known, and 
that ivas also the year of the maYimiim issue of C^dulas 1923 

8— (so8r) 
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to 1928 were years of substantial issues, when pnces were 
round parity, and 1915, the year when pnces were lowest, com- 
cided with the one penod when no CMulas were issued This 
is surely no acadent, and causal connection can be easily dis- 
covered Clearly, the banks wish to issue their Cedulas at 
times when they can be most favourably placed on the market 
When pnces are highest, they can get for the promise of a 
certam rate of mterest a larger amount from the mvestmg 
pubhc When they are lowest, they can obtam for the promise 
of that same rate a small amount from investors They wiU 
therefore seek to make their largest issues when the pnce of 
the Cedulas is high Market conditions are of controlling im- 
portance m placing new issues If the bank can issue its bonds 
at a low rate of mterest, it can grant mortgages at a cheap 
rate, and this will mcrease the amount of busmess it will do 

It IS evident that the mortgage bank, m spite of its groivmg 
bonded capital and its goodwill, and its attempted control of 
the pnce of its bonds, remains stnctly subject to market condi- 
tions for new capital 

The graph representmg Stock Exchange transactions m 
Cedillas IS hkdy to be influenced a great deal by a large num- 
ber of extraneous considerations, such as sales owmg to pamc, 
the chances of profitable mvestment m other forms of secunties, 
say m stocks at home or abroad, as well as by the sales result- 
ing from normal mvestment and amortization But another 
significant factor to be considered is the number of dealmgs 
on the Stock Exchange engaged m by the ordmary mves- 
tor The total of Stock Exchange transactions is influenced 
very largely by amateurs It is not to be expected, therefore, 
that there should be any dose and obvious relationship between 
the pnce of quotations and the number of Stock Exchange 
transactions 

The difference between the rates of mterest received from 
the borrower, and the rates allowed to the purdiasers of mort- 
gage bonds, constitutes the mam source of mcome of the bank 
It may also make profit from its subsidiary activities, and by 
usmg its reserves and capital All its eammgs are apphed to 
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the payment of mterest on the bonds after the necessary ex- 
penses of conductmg the busmess are deducted These indnde 
the costs of issue of bonds, the salaries for qualified officials, 
rent for bank premises, etc , but they are not large Reserves 
are built up and mvested and thereby mcrease profits Legal 
provisions m Arg^tme as wdl as m other countnes, tend to 
ensure that the surplus will provide ample funds for possible 
depreciation , this is preferable to a pohcy of diargmg the 
minimum pnce necessary to cover the market rate, plus admm- 
istrative expenses, plus insurance against risks 

A special reserve fund for contingenaes is made up from 
the foUowmg sources— 

1 Part of the annual commission charged on each loan 

2 Penalties paid by defaulting debtors 

3 Funds denved from charges for antiapatmg payments 

4 Prmapal and mterest not claimed by holders of C6dulas 

5 The excess of receipts from foreclosure, sales over obliga- 
tions due from the debtor which are undaimed 

6 Interest on deposits for the account of the bank 

The reserve fund may also be lent upon the secunty of 
mortgages for five years or less, no single borrower bemg 
allowed more than 20,ooo pesos 

Having discussed mortgage banks and mortgage bonds from 
the viewpomt of the loader of capital, and then seen how the 
mortgage bank endeavours to carry on its activities with an 
eye both to the borrowers’ needs and the eiqiectations of the 
lender, we will now mvestigate the risks of mortgage lendmg 



CHAPTER VII 

RISKS OF MORTGAGE LENDING 


Loans secured on the basis of the mortgage on real estate 
differ in no fundamental respect from loans secured on the basis 
of any other security, excepting that there is a greater care in 
selection within a limited field and m their supervision They 
will, however, be subject to most of the same risks Individual 
borrowers may fail through mdividual deficiencies All bor- 
rowers will be influenced by the fluctuations of the trade cycle, 
many breasting the tides of falling pnces well whilst others are 
being dragged down Whole groups of borrowers may fad if 
their mdustry passes through a period of steady dechne Why 
then, it may be asked, has mortgage mvestment been com- 
paratively safe during the last fifty years? This is not because 
the borrower always used his loans wisely, but because of the 
maimer m which the bank protected itself agamst default 
How IS the loan employed? 

The mvestor is not called upon to take the nsk of directly 
extending the productive eqmpment of agncultural or urban 
property Rather it is a case of lending on an existmg property 
a percentage of its value, and thus enabling the owner to take 
the risk of extendmg his activities The process bdimd the 
legal fa9ade may be put simply as follows An owner possesses 
property valued at, say, £2,000 , he pledges the property for 
£1,000 m order to be able to extend his busmess to this 
amount He hims^ takes the nsk of it turning out to be an 
unprofitable mvestment The loan on mortgage has enabled 
him mdirectly to imdertake further activities If he is success- 
ful he will gam the reward , if he fads he loses If fortunate 
he wdl enjoy considerable capital appreciation , if unfortunate 
he may suffer heavdy In the latter case he may have to sdl 
his remammg property to meet his obligations The institute 
which grants the loan on mortgage is secured by the borrower's 
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onginal property Tbs device helps to confine nsk to where 
it ^ould bdong The undertaker with his special knowledge 
assumes most of it, whilst the mvestor, home or foreign, enjoys 
the safer mortgage bond The owner of the property now has 
the control of {^,000 

But to wbch busmess will the borrower direct his loan? 
If he borrows on bs land he may mvest the proceeds m its 
development, or m some other qmte unrelated busmess There 
IS no telhng what a man will do with the loan he obtains by 
mortgaging bs house Occasionally some hght is tbown on 
tbs question Thus, m Sweden m 1926, the total credit ex- 
tensions of the banks amounted to 4,439,000 kroner, and 41 
per cent of tbs was granted agamst mortgages It is well 
known that the Swedish banks undertake a heavy amount of 
fixed capital financmg, and as there are, m addition, first- 
dass institutions for both urban and rural real estate credits, 
we may presume that a part— perhaps the greater part— of 
these mortgage loans represent the banks' accommodation to 
mdustry In the case of the Russian Nobles' Bank, to jump 
to a very different type of case, we liave evidence to show they 
used their loans for extravagant expenditure 
We may assume, however, that, as a rule, loans on agncul- 
tural land are required for e3q)enditure madental to farmmg, 
and loans on mdustnal property are required for busmess 
enterprise There is considerable direct evidence to prove tbs 
It is loans on houses that are least certam, but a considerable 
percentage of tbs type of loan is given to enable those who 
would not otherwise be able to do so to purchase their own 
property by building soaeties m England, and on the Con- 
tment on the security of large apartment houses whose total 
rental are greater than the mterest they must pay Loans on 
the mortgage of agncultural land may then be anticipated to 
stimulate the agncultural output, and, similarly, loans on hous- 
ing to mcrease the building of houses The sinking of capital 
by the purchase of bonds based on mortgages m the raw 
matenal countnes is hkely to produce a bias towards falling 
pnces It IS to be expected that their loans will be used m 
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capital expenditure, which is likely to result m a large increase 
m productivity 

Now although these investments have been relatively safe, 
it IS because agriculture has on the whole been a growmg 
industry, whilst urban development has been going on at even 
greater pace Mortgage mvestment was sound because the 
underlying secunty was on the whole sound, m spite of defici- 
encies on the part of individual borrowers and the fluctuations 
of the trade cycle 

Certain individual deficiencies are stimulated by this type of 
instalment credit which is liquidated piecemeal, or m fractions, 
rather than m a lump sum Like other forms of credit it im- 
plies, of course, the transfer of wealth, the expectation of 
its repayment at a given date, and depends upon the trust or 
the confidence reposed m the debtor Farmers are thus en- 
couraged to buy with its aid, and extend their farms High- 
power salesmanship stunulates urban dwellers to buy or build 
houses During penods of prosperity both lenders and bor- 
rowers welcome this expansion of mortgage credits An opti- 
mistic mood drives both to wide commitments In agriculture, 
production by small umts is common to an unusual degree 
A high proportion of persons are workmg on their own account 
In England it is one-third m agnculture as compared with 
one-tenth of all industry, whilst in countnes where peasant 
proprietorship prevails the dispanty is, as a rule, greater 
When agncultural products yield good pnees there is a general 
demand from tens of thousands of borrowers for credit f acihties 
Similarly, if house rentals nse, say, lo per cent, there is a 
disproportionate increase in the demand for building loans 
This device for credit expansion has as its shadow side the 
creation of debt A growing community can have a steadily 
mounting fund of debt But it cannot continue growing dis- 
proportionately to the wealth of the country On the one 
hand lenders become shy The supply is decreased There is 
a hmit to their saving and their investing power On the other 
hand, borrowers, too, begm to reflect that their loans involve 
mortgaging their future incomes The more cautious reahze 
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that they must reduce their scale of hving The less cautious 
are forced to it as soon as conditions make it dif&cult to meet 
interest and amortization charges The danger is that people 
wiU mortgage their future too heavily and for too long a period 
They will be tempted to pyramid loan on loan, mstead of hqui- 
dating their past before mortgaging their future any further 
Either they will collapse m their effort to make good their 
commitments and thus be sold out, or they will be saving at 
too heavy a rate and suffer by their present low standard of 
living The misery of mortgage will become a reabty to many 
The trade cycle reveals the weak borrower During periods 
of fallmg prices many of them are unable to meet their obliga- 
tions This may be illustrated very stnkmgly from conditions 
m the US A during the decade 1920-1929 The amounts lent 
on mortgages by land banks and much more on urban real 
estate by commercial banks, mutual savings banks, life insur- 
ance companies, building and loan associations, and by private 
mvestors dunng this penod was, mdeed, unprecedented 
The twelve Federal Land Banks showed an mcrease of total 


HOLDINGS OF URBAN REAL ESTATE MORTGAGES 1 
(In Million Dollars) 



Com- 

mercial 

Batfics 

Mort- 

gage 

Bonds 

Mutual 

Savings 

Banks 

Life 

Insurance 

Companies 

Bankmg 
and Loan 
Associatns 

Total 

1920 

(3,000) 

*500 0 

(4.000) 

1.252 

2,318* 

11070 0 

1921 

(3.000) 

5295 

(4.123} 

2.443 

2,659 

11756 5 

1922 


681 5 

(4.250) 

1.634 

3.065 

130235 

1923 

(2.674) 

8995 

(4.375) 

1.825 

3.627 

13403 5 

1924 

(3.449) 

1190 0 

(4.500) 

2,019 

4.384 

15342 0 

1925 

msmm 

1883 I 

(4.023) 

2,507 

5.085 

18321 1 

1926 

(4.993) 

26341 

(4.750) 

3.153 

5.827 

21377 1 

1927 

(5.767) 

33046 

(4.875) 

3.701 

6.583 

24230 6 

1928 

mmsm 

39724 

(5.000) 

4,290 

7.336 

26819 4 

1929 

(5.195) 

4168 9 

(5.125I 

4.831 

7.787 

27106 9 


^ Prof Charles E Persons has constructed the above table Quarterly 
Journal of Economics, "Ntxv 1930, p 104 

* Bracketed figures interpolated or estimated 

* 92% of total assets This is based on statements of percentage 
mortgage loans and total assets for the years 1923 to 1928 mdusive 
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mortgage loans outstanding from 156 million dollars m 1918 
to 1,198 million dollars m 1929, and the Jomt-stock Land 
Banks from 8 million dollars m the former year to 627 milhon 
dollars m the latter 

Loans were thus mcreased from ii to 27 billion dollars, 
nearly 150 per cent m 10 years The penod of most rapid 
increase was m the three years 1925, 1926, and 1927, when 
9 billions of mcrease in new urban real estate debt was m- 
curred, an amount almost equal to the total mdebtedness in 
1920 

Is there any danger m a credit situation of this kmd to the 
banking structure^ 

Investment bankers who sell mortgage bonds seek the assis- 
tance of the commercial banks for the purpose of obtaimng 
advances They will, if necessary, deposit the unsold bonds of 
an issue as collateral, and on these a high percentage of then 
market value, some 80 or 90 per cent, will be borrowed Their 
own capital is not adequate, so they supplement it by a much 
larger volume of loans from the banks The securities’ broker 
m Amenca and m certam other countnes will also grant loans 
on collateral, and, of course, the mdividual mvestor will be 
able to obtam such facilities from his bank During normal 
tunes and durmg busmess revival such aid is regarded as 
legitimate, and neither mvestment houses nor brokers nor 
banks run into difficulties because of it Whilst pnces are 
rising speculators and mvestors use their profits to support 
further purchases, but when the dedme m stocks sets in specu- 
lative margins are unpaired and holders are obhged to throw 
their holdings overboard As liquidation develops, pnces fall 
very fast Panic conditions soon follow Commercial banks, 
investment banks, and brokers are very cautious with loans, 
there is a general "freezing” of the credit situation, and call 
money rates are high From a penod of over-mvestment we 
come to a period of under-mvestment If we exanune more 
closely what has occurred, we find that the commercial banks 
have allowed their liqmd funds to be dramed off and to be used 
as capital Investment has taken place in capital goods which 
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are constructed with the borrowed funds If investment of 
new savings takes place, then no stram on the bankmg situa- 
tion IS likdy to develop, but it may very well mean that m- 
vestment has outrun savings for a time If the total mvested 
in this form of loan comes &om the savings and suiplus capital 
of mdividuals and compames, it will mean that a greater 
proportion will be diverted to this purpose than is desnable, 
for other mdustnes will then have too httle But saving may 
be less than borrowing, and then the banker may by lending 
his deposits encourage too much to go into the production of 
capital goods, and too little mto that of consumption goods 
Periods of boom are penods of great building activity, and 
periods of depression are penods of greatly lessened activity 
in the bmlding trades 

Carnegie used to say "The steel busmess is either a prmce 
or a pauper " The railway mdustry m America also grew by 
a senes of jumps , there was over-extended railroad construc- 
tion for .two years m the nmeties, and then halt for a year 
The construction of houses and the mcrease of farm mvest- 
ments also follow the rhythm of activities known as the trade 
cycle, and, unfortunately, share both stages of over-develop- 
ment and under-devdopment characteristic of all trades It 
is not to be forgotten also that the last ten years have been 
characterized by very fundamental structural changes which 
have aggravated the effects of the trade cycle 

But, it might be argued with justice, tiiere is nothing un- 
usual m all this It is characteristic of all mdustnes during 
the boom penod There was, however, one special additional 
feature m this development m the Umted States during that 
penod The device of the mortgage bond was comparatively 
new A real finanaal adjustment took place A very marked 
mcrease m the amounts was made available for this purpose 
From a state of comparative under-development m mortgage 
loans, a state of over-development was soon attamed The 
device reached matunty and was forced beyond that by the 
pervading optimism The buildmg mdustnes were stimulated 
to expand their productive capacity, and labour flowed mto 
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them at an abnormal rate When the stop came the readjust- 
ments — ^the falls m real estate values, m pnces of matenals, 
wages, rates of interest, all produced a grave dislocation 

The picture presented by the balance sheet of a newly estab- 
lished mortgage bank system is apt to be misleadmg, and to 
give an exaggerated impression of the busmess done Loans 
previously earned by commercial banks are now provided by 
the mortgage banks Short penod loans especially are lessened, 
and m their place long penod loans are taken up, whilst loans 
at high rates are converted mto loans at low rates But after 
allowance is made for this, it is possible for a newly estab- 
lished mortgage bank system to make for a too rapid expan- 
sion of credit m its early years 

Two conclusions emerge from Amencan expenence There 
is need dunng periods of booming trade to consider the healthy 
limits to this type of credit expansion Over-mvestment in 
the mdustnes and undertakings served by mortgage bonds will 
be followed by depression The greater the eiqiansion the 
more senous will be the dedme when the boom ends and the 
slower the recovery In this, as m other parts of the economic 
world, a steady flow of capital giving an even development of 
the busmess should be the object sought There is evident, 
also, a special danger to be guarded against m the early penod 
of the introduction of the new device The possibility of 
over rapid expansion may not always exist, but where it does 
it should be avoided 

The expenence of countnes with long established mortgage 
banks has helped them to avoid these particular dangers More- 
over, there is relatively more interest in the purchase of shares 
rather than of bonds dunng the boom period This tends, as 

rule, to slow down the pace of mortgage loans during the 
peak of the boom, whilst, on the other hand, it tends to in- 
crease the pace dunng the most depressed penod and before 
the general recovery 

Is it possible to pursue a systematic policy which will tend 
to lessen these fluctuations ? The most potent influence which 
could be brought to bear on the amount of production would 
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result from the rate of interest A nse would tend to lessen 
the flow of capital into these channels, and a decline to increase 
it But we find that the great bulk of loans on real estate m 
all countries is made at more or less stable rates of interest 
It is profitable for the average borrower to borrow at a fairly 
defimte rate The mfluence to which he is subject, owmg to 
fluctuations m pnees of raw matenals and fann products, or 
owing to the varying demand for durable property, expose 
him to the full effects of economic blizzards But he is expected 
to foresee these and to allow for them m the long period 
rates he pays for loans Therefore there is least vanabihty m 
the mterest rates on long term mortgages and bonds, less than 
in any other series of mterest rates Another consideration 
emerges when we consider rdative amounts mvested Smee 
there is a much larger amoimt lent m long term than m short 
term loans, there is less vanabihty in the former than m the 
latter Thus, although the rates of mterest on mortgages and 
on mortgage bonds vary from country to country and from 
provmce to provmce, the rates change slowly and withm rela- 
tively narrow limits over a senes of years, and show little 
cyclical fluctuation 

If during a depression the rates of loans on mortgages and 
mortgage bonds were forced down to a very low level, then 
borrowing and production could be stimulated But how 
achieve tlus^ The long term rate and the amount of invest- 
ing IS not easily mfluenced by the banks A Government sub- 
sidy for a limited penod might be made to achieve it, but 
then this is only another form of the protean proposal for 
"iroiung out the trade cycle 

It may be argued that these conclusions are the offspnng 
of a fatalistic attitude towards the trade cycle This is not, 
however, altogether justified It would be even more dan- 
gerous to contend that we should cease our mvestigations mto 
the methods of makmg mdustry more effiaent m techmque, 
organization, and provision of capital and nsk-bearmg until 

1 We shall see in the next chapter that the Intemational Mortgage 
Bank might encourage this pohey to a slight extent 
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we know how to integrate national with world industry as a 
whole, to plan production and to eJimiuate trade fluctuations. 
In this study we are concerned pnmanly with the former 
task 

The third cause of failure on the part of a borrower would 
result from the dedme of the industnes affected, agncultural 
and urban development These stand on a very different 
footing from one another vnier dUa, since a dedme m one may 
be accompamed by an accderation of growth of the other 
The threat to agnculture to-day comes from over-production 
or, as it IS frequently put, from a lack of purchasmg power by 
the impor ting countries Great structural changes are takmg 
place, and some contend that it is undergoing a transformation 
parallel with that which mdustry went through at the begm- 
Timg of the nmeteenth century Improved techmque and the 
f^mnimfibing growth of population mvolves that a lessened 
proportion of the world's population will be needed to supply 
the world with food, and it may be that whole areas now 
engaged m agnculture will be abandoned As it is the food 
grower has, m nearly all countries, a lower standard of hving 
than the mdustnal worker Judged by this test, are we not 
already overproducing farm products? 

The long penod of production and the large numbers of 
farmers mean that it is very dif&cult to adjust supply to 
demand, and m particular to cartdize farm products Hence 
the farmer buys m a monopolistic market, and may sell m 
a competitive one or be confronted by a monopolistic mer- 
chant sjmdicate, unless he himself joins a farmers' selling 
organization 

The criticism of those who oppose the grant of loans on the 
basis of agncultural real estate is directed agamst the mvest- 
ment of further resources m an mdustry whose outlook is 
uncertam There is a growmg tendency, therefore, to view 
probl ems of fa rming less from the angle of the mdividual 
farmer, and more from the angle of the mdustry as a whole 
m each country, and to regard the questions of marketing as 
more fundamental than questions of production 
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The proposed organization for standardizing products and 
estabhshing unified machinery for exporting and selling their 
products by the agrarian countries of East and Central Europe 
illustrate the force of the change The selling organization 
must control the production, and the question is raised, 
should not then loans, too, be assoaated with the marketing 
organization? Would it not be m a position to provide loans 
for farmers and direct them mto a field of activity where their 
efforts will be more profitable? It is true that some farmers 
may foresee the future wisely, like the large farmers m Hungary 
who m recent years have diminished their cultivation of wheat, 
and concentrated their efforts on hve stock for e^rt But the 
farmer is not m a position to make an mtelhgent forecast as 
to the future world needs for his product It is a task for a 
well-equipped statistical body 
The mortgage bank must discover m the first place whether 
the whole mdustry requires more capital before ]udgmg 
whether the mdividual apphcant for loans is effiaent and 
rehable, and whether he can be trusted to use his capital safely 
and profitably There is a wide fear that m a qmddy changing 
world the limited outlook of the farmer and his constant pas- 
sion for acquiring more land may encourage uneconomic expan- 
sion Why IS there this tendency for the farmer to acqmre more 
land than his labour and machmery warrant ? It is due m part 
to the wide prevalence of social prestige attaching to land 
ownership Agam, it is difficult frequently to obtam nearby 
land precisely when it is wanted It is therefore purchased 
when It IS available, even if it is not desirable to acquire it 
at that moment Moreover, the attitude towards savmg differs 
from that of the townsman, m part because the farmer may 
be a bad busmess man He is not prepared to calculate exactly 
whether it would pay him to leave his savings m the bank 
rather than own another piece of land, nor whether to keep 
his savings as a reserve agamst bad times as the manufac- 
turer does Unlike the townsman who is afraid to TnqVp invest- 
ments outside of his own busmess without professional advice 
and knows the limits to the absoiptive capacity of his own 
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business for capital, the fanner is alwa}^ ready to purchase 
land Provided that facihties exist the farmer will eiqiloit 
them But the great speedmg up of transportation and the 
revolution in agncultural science has made this dangerous for 
the mdividual farmer This is particularly so m the case of 
European agnculturists because costs of production m the 
overseas countnes are far lower than their own 

Holland, Scandmavia, and, to a lesser extent, Switzerland 
have adjusted themselves to these facts But other countnes 
seem determmed to mamtam their peasant agnculture at all 
costs with their staple products— wheat and sugar For this 
purpose they have adopted tanfEs, quota systems, either 
singly or m combmation, and m some countnes State pur- 
chase boards These devices are treated as substitutes for 
boldly facing the task of adjustmg production to the changing 
demands of the world 

The consuming markets are likely to require more meat and 
bacon, more eggs, butter, and milk, more fnnt and vegetables, 
perhaps more wool, cotton, silk, and oil seeds Agncultur- 
ists must make the inevitable changes and readjustments 
With Russia at their doors adoptmg all the improvements of 
mechamcs, it is dear that a pohcy of lestncted output in 
Europe and overseas will not gam its purpose 

Only when European agncultural conditions are again 
healthy will secunties based on it constitute first-class 
investments 

Whilst, then, any further investment m agnculture calls 
for very careful mvestigation and the desirabdity of caution 
during a penod of revolutionary changes, urban development 
IS m a healthy and flounshmg condition In the progressive 
countnes the standard of housdiold accommodation is being 
greatly improved and similarly with busmess premises The 
growing proportion of the population which hves m the towns, 
the comparative ease with which property can be let, the 
shortage resulting from the War, are all making for the sound- 
ness of this type of mvestment But the eagerness to discount 
future nses m value m vanous areas leads to an undue 
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inflation of property pnces, and this is fraught with dangers 
of its own Nor should it be ignored that with the dechne m 
population the former steady nse in pnce of urban and rural 
land will be reversed 

Mortgage bank directors wiU be influenced by these con- 
siderations They will avoid lending too much m the early 
period of the establishment of a new bank, and during periods 
of boom they will try to foresee and provide for the welfare 
of their mdustnes as wholes. Only then will they be able to 
protect the mdividual borrower from his own wish to pursue 
a pohcy based on a limited knowledge of the facts 
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TENDENCIES THE INTERNATIONAL MORTGAGE BANK 

The demand for long term credits secured on real estate is 
widespread It is common to the USA, Great Bntam, and 
Norway, as well as to Germany, East Europe, and South 
Amenca, le to the lendmg as well as to the borrowing 
countnes 

The mcrease m the need for long term real estate credit, 
and the advantages of mortgage bonds as the means of supply- 
mg it, have resulted m the growth of a considerable number 
of new mortgage banks m recent years Ignoring altogether 
the interesting and important Federal Farm Loan Board of 
Amenca, we ^d that such banks, or some similar organiza- 
tions, are being mtroduced even m the older countries where 
they did not previously exist, such as m Great Bntam ^ 
Where histoncal and legal obstructions are not m the way, 
they are mtroduced as a matter of course as the most rational 
way of providmg capital for real estate purposes In Rumania, 
Yugoslavia, Bulgana, Poland, and Greece, m the Border 
States, and m Palestme, mortgage banks have been recently 
started Other countnes, such as Turkey, are taking pre- 
limmary measures for their mtroduction At the same tune, 
countnes with mortgage mstitutes are raismg new loans 
through a senes of new issues It is dear that this form of 
busmess has grown very rapidly m recent years Moreover, 
there are strong mdications that as soon as the capital market 
permits there will be even mcreased activity along these Imes 

Although the mortgage institute had its ongm m the neces- 
sity for providmg agncultural credits on reasonable terms, 
there is a constant tendency for it to devote attention mcreas- 
mgly to urban real estate This is proved by the large number 

^ Great Britain issues debentures through a special mortgage cor- 
poration (See Chapter XII ) Its funchons and method of work are 
based, however, on those of the morl^ge bank 
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of joint-stock companies which have devdoped, and which 
devote themselves exdusivdy to town property, and also by 
the manner m which even organizations hke the Credit Foncier, 
founded m order to aid agriculture, now grant twenty times 
more loans on aty than on rural property 
The mrrpasmg tendency to concentrate on urban, and to 
reduce on agricultural property, is due to the almost 
world-wide agncultural crisis The substantial dedme m th4 
pnces of products has impoverished the small farmer At 
the same time, those who borrowed money at 8 or iz per cent 
must contmue then payments The average peasant mcome is 
estimated to have fallen over 20 per cent Such conditions 
TTiaVp. for a steep dechne m the value of the land, and they are 
characteristic for Central Europe, for Poland, Czechoslovakia, 
Hungary, Germany, Yugoslavia, and mutatts mutandis for all 
agncultural countnes The small peasants on the newly- 
divided estates are the least able to stand the crisis They are 
unable to meet their obhgations to their creditors, and thus 
tend to fall mto the gnp of the banks The mortgage banks 
require great patience and skill to deal with this situation It 
is almost as ifficult to lend on dechning secunties as it is to 
deal m them There is less trouble and administrative expense 
in urban loans A better distnbution of risks is possible 
Urban property can, as a rule, be more qmddy sold There 
IS only one satisfactory way of countering this excessive ten- 
dency to concentrate on urban loans Institutes can be hmited 
by their statutes and organization to agncultural property 
only, as is done m the case of the recent Bntidi scheme, or 
they may be obhged to use a fixed proportion of their resources 
for this purpose But mortgage banks seem to be growing 
not only m numbers, but m influence They are extending 
their scope Owing to the need for raismg capital the methods 
of the mortgage bank are bemg apphed to mdustry The mdus- 
tnal mortgage bank had considerable opposition to contend 
with 

Another post-war tendency is the development of the 
national or centralized mortgage bond There was at one time 

9-»(2o8z) 
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a struggle between the local small issue of bonds bought by 
people m a circumscnbed area dose to the mortgaged property^ 
and the national issue of standard bonds held by investors 
and secured by property m all parts of the country The 
second type, based on the Swedish expenence, has tended to 
become more prevalent The element of security m mort- 
gage bonds bemg naturally strong, marketabihty became the 
decidmg factor Clearly, a big mortgage bank with a sub- 
stantial amount of capital, and with well-known directors 
issumg a large number of bonds based on the secunty of 
different types of property m all parts of the country, was 
likely to have a better market than those of a small bank Its 
bonds enjoyed the advantage of bemg acceptable to the m- 
vestor, and, therefore, the bank was able to mcrease its issue 
of bonds The local mstitute still grants the loans, whilst 
a central body issues bonds The two functions are thus 
separated 

The Deutsche Rentenbank-Kreditanstalt, founded m 1925 
as a pubhc mstitution Under Government supervision, is based 
on the Swedish model Its object is the provision of agrarian 
credit to existmg mortgage mstitutes through a central agency 
The mam admmistrative body, the board, consists of 110 
members representmg the most important agncultural or- 
ganization of Germany 

France wth its Credit Fonaer, which has a virtual monopoly, 
and Sweden with its centralized system, have placed large 
issues on the market, at a rate of mterest less than the 
countries with comparable conditions where small banks have 
made numerous issues The comparison is not conclusive be- 
cause other elements enter, but there is a strong presumption 
that this monopoly of borrowmg power through mortgage 
bonds has made some of the difference Another effect of 
a central issmng mstitute has been to tend to equalize the 
rate of interest over the whole country, allowance bemg made 
for any special element of risk and for administrative expenses 
But the mam purpose m this device is to improve the market- 
ability of bonds, and the building up of a larger capital basis 
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The tendency towards the development of the centralized 
mortgage bond may be viewed as part of a rdated taidency, 
VIZ the growth of the amalgamation movement— the merging 
of isolated mortgage banks mto groups Sometimes there is 
complete fusion, or the formation of a central bank for like m- 
stitutes, but more frequently there are agreements as to price 
of issue, rates of mterest, tune of issue of new bonds, etc 

The tendency towards this form of rationalization maybe best 
illustrated by exammmg the recent history of German mortgage 
bonds, although it has been attempted also m the U S A 

The concentration movement so marked m the case of the 
]omt-stock credit banks has thus been parallded m the recent 
history of the mortgage institutes Fusions do occur, but 
with difficulty, owing to the legal obstacles which result from 
the fact that a fusion ends the mdependent existence of the 
amalgamatmg institutions, and then the holders of mortgage 
bonds are entitled to daun immediate re-payment In spite of 
this fact, qmte recently, m 1929, the Preussische Hypotiiieken 
Aktien Bank fused with the Preussische Pfandbnef B ank , ^ 
and this, m turn, fused with the Preussisdie Central Boden- 
kredit Anstalt, and the new name is the Preussische Central- 
bordenund Pfandbnef B ank 

The tendency for the mortgage mstitutions of Germany to 
form themselves mto doser umts is seen m the formation of 
Zentrallandschaften— central banking institutes But it is 
revealed most dearly by the fact that eight of the oldest 
mortgage banks combmed after the war to form the Gemem- 
schaftsgruppe Deutscher Hypotheken Banken to last at least 
forty years They have an aggregate diare capital of 40 per 
cent of all the purely mortgage banks m the country Objects 
common to all of them are promoted through the r.ftnt r aky.afin'n 
of their resources Profits and losses are pooled in proportion 
to their share capital, so that, in effect, the habihties of these 
banks are secured by their combmed capital 

^^e^pital of this bank, amounting to 12,000,000 marks, is held in 
pMt by Ivar Kreuger, who is also on the directorates of some of the 

SwMish mortgage banks and of the Internationale Bodenkreditbank 
SLt Basel 
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About half the jomt-stock mortgage mstitutes are associ- 
ated m the foUowmg three groups, whilst their activities 
cover substantially more than half of the total trade earned 
on — 


ASSOCIATIONS OF MORTGAGE BANKS, 1929 1 


Name of 
Group 

No of 
Insti- 
tutions 

Share 

Capital 

1 

Reserves 

Mortgage 

Bonds 

Outstanding 


(In MiUions) 

Gemeinschaftb- 


1913 

1929 

1913 

1929 

1913 

1929 

gruppe 








Deutscher Hypoih- 
ckenbanken 
Gruppe Preussi- 
sche Ccntral- 

8 

146 

55 

46 

15 

2.358 

531 

boden 

Suddeutsclie 

4 

95 

35 

27 

zo 

1,841 

360 

Gruppe 

5 

108 

33 

71 

IZ 

2,225 

216 


Advocates of this concentration movement have argued that 
the foreign mvestor might be mterested m a national issue 
secured by widespread mortgages, although he would not be 
prepared to mvest m locally secured bonds 
The issue of large loans would be possible, it was thought, 
if competition were modified amongst the banks by agree- 
ment as to the conditions upon which they were each to issue 
similar types of bonds on the market Money could be bor- 
rowed more cheaply A better distnbution of risks would be 
effected A cheapenmg of admimstration was also antici- 
pated The reductions m the amount of capital reserves, 
etc , is accounted for m part by the effects of inflation and 
stabihzation, and stimulated the amalgamation tendency 
Now whilst marketabihty has been the object most sought, 
concentration was a device which promoted secunty also The 
wider and more vaned the cover, the greater the safety 
Indeed, insurance compames impressed wth the smallness of 

1 See Chapter IX on Germany for recent amalgamations 
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the risk axe now prepared to guarantee the due payment of 
mterest Certainly, it now appears that the insurance com- 
pames m certam countnes will be mcreasmgly ready to assume 
the nsk of guaranteeing payment of mterest and of capital when 
it falls due This responsihihty has already been assumed m 
Amenca by surety compames 

In the same way, as at the Genoa Conference of the League 
of Nations m 1922, recommendations were made for the estab- 
hdiment, by each of the newly-created States of Europe, of 
a central bank, standmgm dose relationship to the government 
of the countnes m whi^ it was located, so now it is frequently 
contended there should be estabhshed a central mortgage bank 
m most countnes which need long penod loans 

Clearly, the same techmcal changes which operate to produce 
large scale banks with their numerous branches are operating 
m the case of mortgage bank busmess The qmckened methods 
of commumcation and transportation, the telephone, the mails, 
motor and air services, have made possible direct supervision 
by the head office, and the constant working together of 
branches over a wide area The mdependent bank can be 
easily replaced by a branch, and economies will result It 
should, however, be noted that one factor makmg for con- 
centration m deposit banking, the mcrease m combmes, car- 
tels, trusts, etc , does not affect this branch of banking to any 
extent 

The usual objections to concentration have been raised 
Increased bureaucracy, the loss of local mterest, and the undue 
power to control the development of whole areas are some of 
the grounds of complamt 

We may summarize recent developments m the followmg 
manner Mortgage bankmg is tendmg, m all countnes, to 
create a central organization for itself The size of the mdi- 
vidual bank is maeasmg, and the system of branch banking 
generally m a modified form, which had perhaps better be 
called agency bankmg, is being extended 

The vanous Governments are monopolizing these activities, 
or at least favourmg central banks through subsidy or special 
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pnvileges The fact that capital is difficult to obtain m the 
world markets strengthens the tendency towards Government 
mtervention and social control Here, as m other branches of 
bankmg, there is a dnft towards the establishment of a few 
banks with large resources 

In spite of the considerable growth of mterest m mortgage 
bonds the position remains, as we have seen, unsatisfactory 
There exists a large unsatisfied demand for loans, and, at the 
same time, the rate asked for m a number of countnes is so 
high that it IS helpmg to rum certam types of borrowers The 
question persists, therefore, how to perfect the machmery for 
obtaming more capital How make a larger quantity of mort- 
gage bonds fully marketable^ 

Perhaps the greatest smgle obstacle to foreign loans of all 
kinds IS the fear of currency inflation To meet this the Chile 
Mortgage Bank lends to the farmers on condition that they 
repay m terms of a currency which has not been inflated 
Hungarian and Italian mortgage banks undertake to repay 
their loans m the foreign currency lent to them, whilst a Bill 
IS now before the Reichstag to make it lawful to contract to 
pay mortgage loans m foreign currency It has been suggested 
that it may be possible to insure against currency fluctuations ^ 

A passive or an active pohcy may be advocated for the 
immediate future Those who favour the former may pomt 
to the fact that mortgage banks are likely to become, if not 
mterfered with, a steadily growmg market After the war 
there was, for a penod, a greatly diminished mterest m this 
form of security, but it revived as economic conditions grew 
calmer This is markedly the case m Germany Tune must 
be allowed for the shiftmg of the central markets to be 
completed Pnor to the War, France, Germany, and Holland 
were the centres for mortgage bond mvestment France 
remams stronger than ever as a feeder for long term capital 
mvestment The United States has become the largest 
capital centre, whilst Germany has become the largest bor- 
rower Great Bntain is gradually takmg some mterest m these 

1 See Appendix III 
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bonds, Avhilst Holland remains practically unchanged as a 
centre for the issue of foreign mortgage loans, and Switzerland 
has mcreased her activity m this field m recent years For the 
next decade we may eiqiect both a shift of investment in these 
securities from the Contment of Europe to the more Western 
countnes, and at the same time an mcrease m the amount 
mvested It is antiapated, also, that when small mvestors 
learn of the gro^vmg tendency for professional mvestors, m- 
surance and trust compames, savings banks, etc , to mvest 
m this type of secunty, that they, too, will go m for it 
more 

That this will be too dow a process is the view of those who 
favour an active pohcy They hold that these banks can and 
dioiild exert a certam amount of general control over capital 
mvestment, and can and ^ould dictate the terms of loans 
raised They pomt to the great mcrease in the demand for 
capital abroad from those countnes impovenshed by the war 
as a large factor added to those operatmg previously Three 
methods of stmiulatmg mterest are advocated, standardizing 
the legal framework of mortgage bonds. Government owner- 
ship or control, or subsidy for mortgage banks, and the institu- 
tion of an mtemational mortgage mstitute 

It would be dearly advantageous if the rules laid down for 
supervising the German mortgage institutes were adopted by 
other countnes A proper cad^re is necessary The gnmd- 
buch should be mtroduced Antiquated legislation should 
be abolished Poland stiU has three S3^ems of mortgage 
legislation prevailing m different parts of the country, and 
Lithuania five — one datmg back to the days of the Hanseatic 
League A standard law, or, at least, certam standard mmi- 
mum requirements adopted m each mortgage law, would tend 
to produce greater confidence m this secunty Such an 
arrangement would lessen the necessity for a careful mvestiga- 
tion mto the legal position of mortgage bonds m every coun- 
try wishing to sell its secunties of this dass Amongst the 
pomts which should be settled is the tax status of these 
bonds. Modifications of law and practice m this particular 



124 


THE MORTGAGE BANK 


are regarded by some as the essential foundation for extended 
foreign investment 

The other measures advocated are of a more radical kmd, 
and nught produce an even more substantial result 

In these da}^ it would be impossible, m any study of the 
future of bankmg, commerce, or of mdustry, to ignore the 
demand for the assumption by Governments of the adminis- 
tration of economic mstitutions In the impoverished coun- 
tries, Governments are bemg dnven to extend their economic 
activities The tendency clearly manifested smce the War to- 
ward the active supervision of central banks by the Govern- 
ment has spread also to other branches of bankmg The 
examples of the Federal Reserve S3^tem and of the Bank of 
England have been specially potent m unpressing many with 
the view that mortgage bankmg, too, should not be allowed 
to return to purely pnvate control seekmg pnmanly mdividual 
profit In the newer countnes a national mortgage bank is 
usual Even m the wealthier countnes such an institution is 
regarded as properly commg withm the scope of Government 
action 

Everywhere there is the desne to create instruments which 
ivill facihtate Government boirowmg as wdl as long term 
pnvate borrowmg We cannot, therefore, ignore the fact that 
mortgage banks are generally regarded m all socialistic pro- 
grammes as being npe for Government assumption, although 
nowhere is there for the moment any active demand for such 
a step But Government guarantees. Government subsidies. 
Government loans are constantly urged 

The argument m favour of nationalization is many-sided 
These banks are subjected to supervision, they are forced to 
give a great deal of information as to then activities, they 
ask to have their bonds exempted from taxation and recog- 
nized as trustee securities, and, m brief, rely on Govern- 
ment aid m all difficulties and crises It is asked — is it reason- 
able that pnvate profit-makmg companies should know that 
they are able m an extremity, whether caused by pubhc 
policy or busmess misadventure, to summon the resources of 
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the state to save them from disaster? Others insist on the 
special nature of agncnltnie and house building They argue 
that to leave entirdy to private busmess enterprise the supply 
of capital to these basic mdustnes vnth occasional inroads of 
State mtervention at moments of peril is a course as mde- 
fensible m reason as it is mjunous m practice It is contended, 
also, that if these organizations, which are already regarded 
as quasi-pubhc, were to become entirdy pubhc that they 
would be used more 

The return on mortgage bonds, the argument runs, is m 
many countries about i per cent higher than on Government 
bonds The under-valuation of the secuniy of the mortgage 
bond excepting where, as m the Argentme, it is issued by a 
Government bank, results m a large mterest having to be 
paid for loans This leads to a smaller demand for capital 
for these purposes than would be the case if the rate of 
mterest were lower The assumption by the State of this busi- 
ness would give it the advantage of the higher credit usually 
enjoyed by Gkivemments, so that lower rates would need to 
be paid for loans Consequently, real estate would obtain its 
loans more cheaply, and the amount of this type of busmess 
would be greatly mcreased 

Advocates of nationalization mamtam that on the techmcal 
side the work is easy, a large part of the busmess bemg ascer- 
tamed and automatic The admmistrative body works on 
agreed hues m a rather standardized manner It would make 
httle difference whether the bank were run by the State or 
by a pnvate company Besides, there is comparatively httle 
nsk Not much capital is required A monopoly on a national 
scale by compelhng further diversification would lessen risks 

The central difhculty results from the fear of pohtical mflu- 
ence of an unhealthy kmd Would certain distncts be given 
a preference? Would towns enjoy greater advantages than 
the country? In bnef, would it be possible to mamtajn sound 
banking prmaples? Besides, it may be argued that once 
existmg shardiolders must be compensated with other Govern- 
ment securities, there would be httle gain from avil service 
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administration as such Concentration undertaken volun- 
tarily by the private ]omt-stock compames will produce as 
great an economy as the substitution for the existmg jomt- 
stock companies of a nationalized system of mortgage banks 
Moreover, there is the very real fact that many are opposed 
to nationalization The fear of a boycott, or even the threat 
of a boycott of such banks, must be accepted as an argument 
agamst this policy These objections do not apply to the more 
usual State subsidies They are very common m the case of 
mortgage banks serving the needs of agncultural borrowers 
When considering world farming as distmct from national 
farming, such subsidies as part of a system of protection which 
resorts to tanfEs, prohibitions, and quotas are being increas- 
ingly questioned The subsidy to stimulate output may, m- 
deed, be very objectionable The same device is, however, 
begmnmg to be used to lessen output or to change its nature 
It IS granted on condition that lessened acreage is planted 
There is a more novel proposal which deserves considera- 
tion, and which is also paralleled m other branches of bankmg 
Many unwilling to lend to Governments or mdustnal com- 
pames would be willing to lend on this type of security It 
IS suggested that an mtemational mortgage bank might be 
estabhshed for the direction and distribution of international 
capital m this Md Indeed, it is argued that this is the 
logical and proper outcome of recent tendenaes The bonds 
of such a bank based on diversified securities should supple- 
ment the existing machmery for mortgage bond issue An 
international bond well secured imght very well solve the two 
problems of makmg these bonds marketable, and making them 
marketable at a low rate They could be made mto a world 
security purchasable m all markets This bank could be to 
the mortgage banks of the world what the Swedish Agncul- 
tural and Urban Mortgage Banks are to their local banks 
Like these banks, it would lend its money to existmg mort- 
gage banks who would find it more difhcult to raise funds 
for themselves on the markets of the world Different rates 
could be charged to the banks who wi^ to borrow accordmg 



TENDENCIES THE INTERNATIONAL MORTGAGE BANK I27 


to their credit But it could lend on the security of specific 
parcels of property, as wdl as on the general security of the 
borrowing bank The international bank would need some 
machinery for examining the secunty ofiered, but this would 
not be elaborate smce it could rely, m a measure, on the judg- 
ment of the borrowing bank which gives its additional pledge 
At the same tune, the danger horn the pohtical factor, so 
large an dement m influencmg the secunty of bonds, would be 
greatly lessened 

On the basis of these mortgaged properties, the mtemational 
bank could issue a standardized bond of unusual stabihty and 
strength givmg, a defimte specific yidd The secunty con- 
sistmg of mortgages m difierent areas of the globe, m a num- 
ber of countnes, and rdatmg to landed and urban property, 
would be extremdy well diversified The rate of mterest 
offered need not be too high, say 5^ or 6 per cent It would, m 
tune, come to be regarded as one of the most secure and stable 
mvestments m the world 

Let us endeavour to see this proposal m a concrete form 
Supposmg the mtemational mortgage bank is founded with a 
capital of £5,000,000 ^ It would gradually grant loans to that 
amount on properties m a number of countnes mortgaged 
with it Let us suppose that they are situated m Germany, 
Yugodavia, Egypt, Argmtme, and Brazil Agncultural pro- 
perties, as well as busmess and residential properties, would 
be mduded On the basis of this mortgaged property the 
bank could then issue bonds to the value of £5,000,000 With 
this fresh sum it could grant further loans Thus, on the basis 
of £5,000,000 capital, an amount equal to £50,000,000 could 
be lent 

The admuustrators of the bank will find that they obtam 
higher rates for then loans m certam countnes than m others 
But m order to have a well-balanced group of holdings, they 
will prefer to mvest a portion of their resources m areas where 

1 Such a bank really requires very httie capital Like the Common- 
wealth Bank of Australia, it mi^t start with a guarantee and have no 
capital at all But City people are conservative as a rule, and it will 
be wiser to found the bank on the modd of eiosting mortgage institutes 
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the risk is rdativdy low, as wdl as m areas where it may he 
considered high The bank would resemble m this respect an 
mvestment trust or holdmg company, which mixes its secur- 
ities and IS controlled by specialized mvestors It would, hke 
them, tend to overcome the obstades to the free movement of 
capital, the prejudice m favour of certam customary mvest- 
ments, the cost of movement, and imperfections of knowledge 
The prospective advantages of such a bank may be sum- 
marized briefly — 

There will be a systematic survey of the needs of diflerent 
locahties and mdustnes m eadi country 
The pohcy of the mortgage b anks of the borrowing coun- 
tries and of the issuing houses who act for them would become 
more methodical 

The present scramble for loans would be stopped, and the 
best distnbution of resources between competing markets 
would be effected 

The mortgage bankmg system withm each country, its law, 
its bankmg organization, would be improved and organized 
with the object of providing the best security for foreign 
loans 

The laymg down of the minimum conditions to be satis- 
fied for the grant of loans would strengthen the mortgage bank 
structure m many countnes 

The issue of bonds by a powerful mtemational mortgage 
bank ought to enable it to borrow at a cheap rate, and to 
lend to the borrowing banks at rates lower than they must 
pay when appealing directly and separately to the pubhc 
The bonds issued will have the advantage of oflenng a 
better secunty, because widely distnbuted, and better market- 
ability, because it will be sold m the lending and borrowing 
countnes, and will consist of comparatively large issues 
It provides a secunty which will always be available to 
give the general mvestor a defimte fixed income 
Syndicates which orgamze the issue of loans have frequently 
used them as instruments for gaming concessions unrelated 
to those loans They have been used to give the syndicate 
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control of some of the economic forces of a gro\mig region 
Nor has it been rare for loans to be influenced by Government 
sympathies or antipathies and thus to serve pohtical purposes 
Investment m mortgage loans has not always been based on 
pure finanaal calculations, although they have been less mflu- 
enced by these outside influences than any other type of m- 
vestment, whilst an International Bank would be still less 
influenced by them 

Should such mtemational mortgage banks be organized as 
pnvate proflt-making organizations, or should they be organ- 
ized on a non-proflt basis, and run, perhaps, by some such 
body as the Economic Council of the League of Nations, the 
International Institute of Rome, or the Bank for International 
Settlements? 

A profit-making organization could begm its operations 
much more qmcldy , it could, doubtless, achieve satisfactory 
busmess relations with existing mortgage banks easily, it 
would be relatively free from pohtical pressure, and could, 
therefore, lend or withhold from loans on purely busmess 
grounds The non-profit making or public bank would be an 
mtemational instrument, and subject from the outset to con- 
stant pohtical pressure But its one great advantage would be 
steady concentration on the object of reducing the rate of mter- 
est On the other hand, borrowing countries would resent 
conditions laid down for guaranteeing loans as mterferences 
with their sovereignty if attempted by some pubhc body A 
commercial company would be more powerful m bringing pres- 
sure to bear on the borrowmg countries 

What are the rights of the man who buys mortgage bonds 
m such an mtemational bank ? If he bujrs those of a national 
bank he immediatdy acquires an mterest m a secunty, which, 
as we have seen, is protected by special legislation against the 
bank and against its debtors Such an mtemational bank 
would have its headquarters m Geneva, Amsterdam, T 
or Pans, and would be subject to the laws of the country of 
Its domicile It would be possible to confer on the mtemational 
bond the same type of privileges as distinguish the national 
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mortgage bond This would necessitate, however, that each 
country should pass a specific law givmg it the same rights with 
respect to execution as is possessed by the national mortgage 
bonds, and, at the same tune, an mtemational agreement 
could be made to control and govern the activities of the bank 
The League of Nations, by its proposal of a standardized 
mortgage law, has taken the first step towards f acihtatmg such 
mtemational agreement But it may be doubted whether such 
a complicated development is necessary It would be sufilcient 
if the bondholder had the usual legal nghts agamst the inter- 
national mortgage bank possessed by any debtor agamst a 
corporation m the same country Some outside body like the 
Bank for International Settlements could act as trustee The 
busmess of the bank under normal conditions would be so 
safe that, provided the usual precautions are taken, no special 
privileges are called for The mtemational bank could lend to 
the borrowing bank an amount against the secunty of its 
mortgage bonds covered, perhaps, by specified mortgages held 
for it, as well as by the general secunty of the bank It, m 
turn, could issue its own bonds agamst this secunty to an 
amount equal to what it lent If any borrower defaulted, the 
local bank would have to act agamst the debtor The ultimate 
secunty m every case would thus be the local bank 
There is nothing about the nature of the mortgage bank 
which necessitates that all the long penod mtemational m- 
vestments secured on real estate mortgages should pass 
through one mvestment bank The Bank for International 
Settlements, the nucleus of a world central bank, which is to 
do for the commercial banking of the world what the central 
banks do for each country, would be hmdered if its activities 
were attempted by two competing organizations One cen- 
tral bank for controllmg the flow of gold and of short term 
money is adequate, and two opposing banks would prevent its 
object being efiected We have already seen why it is neces- 
sary for there to be a special or central national mortgage bank 
for agriculture m each country The non-speciahzed mortgage 
bank finds it more remunerative to mve^ m urban mortgages 
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The same reason 'will operate to justify the founding of a special 
International Agncultural Mortgage Bank There could be cer- 
tainly a number of mtemational mortgage banks both for urban 
and agncultural credits In recent months the Compagme Cen- 
trale pour Frets Hypoth6caires was founded m Amsterdam, and 
the Internationale Bodenkreditbank at Basel, and the Inter- 
national Institute for Agncultural Credits has been projected ^ 
The Institut Central pour Ffets H3rpoth^aires was regis- 
tered m December, 1930, with headquarters m Amsterdam 
by a body of the leading bankers m different countnes It 
has a registered capital of 10,000,000 florms, of which 1,000,000 
florins are issued and 250,000 florins actually paid up It is 
a question whether the issued or paid-up capital should be 
regarded as the basis on which bonds are to be issued The 
bank proposes to launch a bond issue for 5,000,000 florins, 1 e 
flve times the paid-up capital, as soon as market conditions 
are propitious No declaration of pohcy has been made, but 
it IS dear that the directors are now merely laymg the founda- 
tion of the mstitute Most of their resources would go m the 
purchase of new issues, so that there should be more mort- 
gage bonds on the market Also they are likely at a tune like 
this to mvest their resources m urban and communal bonds 


rather than m agricultural mortgage bonds, and only m coun- 
tnes where the pohtical and economic outlook is fairly dear 
Now whilst French capital was most mterested m this group, 
German, Swiss, and Swedish capital played the leading part 
m foundmg the Internationale Bodenkreditbank at Basel It 


has a capital of 25 milhon Swiss francs, of which 5 millinTi is 
to be paid m on the foundmg of the Bank It is to issue bonds 
to the public and purdiase the bonds of mortgage hanlt-g 
Although it promises to be a larger body, it has no features 
which distinguish it from the Amsterdam Bank * It would 


1 Other large groupings of mortgage banks has recently been effected 
or suggested The Credit Foncier de France is becommg in effect the 
cent^ mortgage bank for the French Rqmblic for her colomes and 
mandated temtones 

* Messrs Lazard Frtres, of Pans, is rmresented on the directorates 
of both these banks 
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seem, however, to lay special stress on the possibility of grant- 
ing loans on mortgages as well as engagmg m the purchase of 
bonds 

Parallel with this Central Institute for Mortgage Loans is 
the projected International Institute for Agricultural Credits, 
to be created under the auspices of the League of Nations 
Its object would be to help to make available loans for agri- 
cultural purposes m the countnes of Central and Eastern 
Europe on the basis of mortgage secunty The rates now paid 
for loans by farmers is, as a rule, between lo and 20 per cent, 
and occasionally rise to even 50 per cent With improved 
orgamzation and more capital available the rate, it is antici- 
pated, can be lowered to, say, 7I to 10 per cent, varying with 
the nature of the secunty offered, which will, m turn, depend 
on the mortgage law, on the existmg bankmg organization of 
the countnes and their credit status. Clearly, if the proposed 
International Institute could place its bonds with the public, 
say, at 6 per cent, it would profitably mvest m the bonds of 
the local mortgage banks There is no mtention and, mdeed, 
no purpose m its lendmg directly to the individual agricul- 
turalist By purchasmg the bonds of mortgage banks it uses 
their machmery, expenence, and knowledge for its purpose 
without costly duplication 

With the authonly of the League of Nations behind the 
proposed Institute, it is regarded as certain that both the 
capital for the bank and for the purchase of its bonds would 
be forthcoming from the general public The latter, it is antici- 
jiated, uall be sold m the capital exportmg countnes It is 
evident that the Institute is to be run as a profit-makmg con- 
cern, although the support of the Governments is bemg granted 
for its foundation But they are not to be mvited to mvest in 
the capital nor m the bonds of the bank Until, however, it 
can build up a reserve as additional security for its bonds out 
of its profits, it IS proposed to constitute a special reserve from 
advances made by the vaiious Governments It remains to 
be seen whether tliey will be asked to standardize their mort- 
gage law, and grant taxation privileges to its bondholders 
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The amount of capital to be issued, the administration and 
control of the bank have not yet been decided upon But 
assuming, as it has been suggested, that it should be founded 
with a paid-up capital of 5 million gold dollars, it will invest 
this m ^e bonds of the central mortgage banks of the borrow- 
ing countries or, where such a bank is lacking, m the local 
mortgage banks This will enable them to extend their agn- 
cultural loans On the basis of this capital bonds up to an 
amount equal to 50 milhon gold dollars could safdy be issued 
and sold to the pubhc 

Although the project is still m an early stage, ^ no insuper- 
able difficulties of a techmcal nature are antiapated 
A senous cnticism may be directed against the proposal 
that the International Institute should m^ely buy bonds of 
the existmg mortgage banks It may be said that it will 
silently countenance every uneconoimc pohcj^ of which the 
latter may be gmlty This is a wrong way of visualizing its 
future On the contrary, the Institute wiU be on the alert to 
protect its bondholders against such eventualities As a large 
purchaser of bonds it will be able to make proper representa- 
tions to the local banks It will be able to eiqiress its views 
whether too much lending is taking place during the early 
years of the foundation of an agricultural b ank , or dnn ng 
boom jienods, if that tendency should mamfest itsdf With- 
out possessing powers of control then, it will be able to influ- 
ence the local institutes ^ The major problem for the moment, 
however, is not the danger of an unsound over-extension of 
credit to small and backward nations It is rather how to 
obtam for them uigently necessary capital It is to be antici- 
pated that if under the mfluence of the International Institute 
the State improves the mortgage law and the banks improve 
their madunery and their tedmique, then other mvestors will 
be attracted mto this fidd and will mak e direct mvestments 
Not qmte the same danger exists for those constructing 
office buildings and apartment houses, although here, too, a 

^ Maidi, 1931 
* See Chapter VII 

10— (aoSt) 
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mortgage bank which forecasts the future wisely may save 
society from great waste and certam mvestors from heavy 
losses 

The peculianty of real estate is that a shght lack of accom- 
modation results m a rapid mcrease m value as shown m pnce 
or rent The speculative builder with hmited experience may 
find that he has calculated his rents on a wrong basis if he 
expects these to contmue Calculation of birth rate, the 
trends of population and of mdustnes, movements to and from 
certam areas, towns and distncts, changes m the type of 
building taxation— these are problems whidi ought to be con- 
sidered m weighing whether more buildmgs shall be con- 
structed The rough and ready methods of the present-day 
builder might lead later to the abandonment of whole areas 
In both agncultural and urban real estate development it is 
not enough for the banks to learn whether the apphcant for 
the loan is hardworking, rehable, and sober, and to apply 
their other normal tests During a penod of rapid change 
their mquuy must be directed m the first place to the mdus- 
try as a whole 

The International Mortgage Bank beuig outside the immedi- 
ate pressure of local facts and the confusing mfluence of local 
patnotism can observe phenomena more calmly and judia- 
ously It will not merely purchase the bonds of the local banks 
when it can buy them most cheaply and thus mcidentally 
lessen their range of fluctuation But it will be m a position 
to counsel local banks who desire its help Certamly, the 
mtemational agncultural bank and the mtemational mort- 
gage banks devoted to the urban loans will be able to save the 
national mortgage banks from the chief dangers which beset 
them But the mam test as to the value of these mtemational 
organizations will be whether they attract more capital mto 
this field of investment There are many who avoid small 
undertakings, however sound English mvestment bankers, 
for example, prefer large and reputable Governments and well- 
estabhshed concerns as borrowers They were until recently 
indined to frown upon the ordinary mdustnal at home, and 
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would therefore show httle interest m the small foreign mort- 
gage banks But central mortgage banks and, above all, mter- 
national mortgage banks will be able to ofler better security* 
This cannot but weigh heavily with all the capital lending 
countnes At the same time, loans granted by an mtemational 
bank, or mvestments made by it, are less likely to be made to 
subserve any pohtical purpose or the special economic mterests 
of any one country 

The institution of these mtemational banks in the year X93X 
mdicates that, m the opimon of the leadmg finanaers of a 
number of countnes, mortgage bonds are undervalued, and 
also that they do not think it wise to wait and allow the 
undervaluation slowly to correct itself through their gradual 
absorption by foreign capitahsts, by those who realize that 
they are attractive mvestments Their purchase will tend to 
raise their pnce, lower the rate of mterest on future issues of 
mortgage bonds, mcrease borrowing, and thus tend to im- 
prove the normal processes of trade, to stimulate e^orts and 
imports 

It has been suggested that the most urgent need as a 
remedy for the immediate trade depression, and for the more 
deep-seated and lastmg difficulties of the mtemational trade 
situation, is for some redirection of savings mto the more 
adventurous trade channels mto which they used to flow before 
the war, to provide opeiungs for Bntish goods, employment, 
and enterprise Smce the war, it is argued, the tendency has 
been for national savings to take refuge m mortgages, deben- 
tures, and the fnnts of past enterpnse Whereas nearly three- 
quarters of our savings are bdieved to have gone to stimulate 
new mdustnal enterprises before the war, less than half that 
amount is bdieved to be thus employed at the present 
tune This contention would seem to have httle weight It 
IS arguable, of course, that it is more profitable to mvest m 
mdustnal undertakmgs But if capital is mvested abroad in 
fixed secunties it can only be sent out m the form of Bntish 
goods, and the borrowmg country will have control over larger 
capital resources 
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The growth of the mortgage bank, the local, the national, 
and the mtemational bank, enables certam classes of borrowers 
to obtam long term credits on the secunty of real estate m 
the capital market, and thus assimilates them to other classes 
of borrowers But many other dianges would be necessary for 
the two to be completely assunilated 

Real estate development, whether of agricultural or urban 
property, would have to be on a large scale. Apart from 
plantations and cattle ranches and some expenments m large- 
scale farming, the agricultural world, as a whole, still operates 
on small or moderate sized farms On the other hand, there 
is a growing tendency for urban real estate companies to be- 
come large-scale organizations Commerce and mdustiy, by 
adopting the jomt-stock prmaple, have divorced ownerdup 
from control and have mtroduced the manager whose abihties 
recommend him as the httest person to administer the busmess 
In agnculture these developments have rardy occurred, whilst 
in urban real estate there are the defimte beginnings of the 
same kmd of growth Commeraal compames may mcrease 
their workmg capital by issuing ordinary shares, preference 
shares, and debentures Agricultural real estate undertakmgs 
are now able to borrow through the issue of mortgage bonds 
by an mtermediary But urban real estate compames can 
themselves go out on the market and adopt the same methods 
and devices as the commercial compames 

The devdopment of the mortgage bond and its perfection 
should not bhnd us to the fact that the method of raismg capi- 
tal by this means is rigid, as compared with that usual m other 
busmesses operated by commeraal compames The growth of 
frequent trading m urban real estate, the large scale on which 
it is possible to operate, the mcreasmg faahties for the average 
mvestor to take risks, provided that he is satisfied m the 
management of a concern, are all forces making for the adop- 
tion of the same financial methods for real estate as are usual 
for mdustry and commerce Granted that a real estate man- 
agement corporation has already shown its effiaency and has 
won a high reputation in that fidd, there seems no reason why 
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real estate securities should not be ofEered to the public on 
the usual company basis ^ 

Ordinary and preferred ^ares can be used in place of the 
mortgage bond It is qmte conceivable that mvestors wdl, m 
future, be as yulhng to take an mterest m real estate as they 
do m other types of security without requiring any speaal 
guarantees or safeguards This explams the growth m the 
number of land and development compames The National 
City Company of New York, which is already mterested m 
the Umted States Realty and Improvement Company, is 
expected, when mvestment conditions are agam normal, to 
adopt this pohcy^ 

Should tins prove successful the necessity for special insti- 
tutes would partly disappear An elaborate code of regula- 
tions would not need to be imposed by an outside authority 
Those who administer such compames will, however, be 
largely guided by these regulations which embody the results 
of past expenence m this busmess But more elastic condi- 
tions will be possible Such compames would not only lend 
on mortgage, but, perhaps, own and administer then own 
and other people’s property, and share m large development 
schemes Specialized knowledge and machmery could be used 
more fully The chief advantage of the shar^older over the 
bondholder will be that he shares m the nsmg values of the 
property owned by the company and, as m the case of the 
Dutdi mortgage banks, m the profits of the company But 
it is certam that for many 3^ars a very large number of 
mvestors will prefer to enjoy, for the whole or for part of 
then capital, the assured mcome of bonds at the same time 
that owners of property will wish to borrow on mortgage 
For the small property owner the mortgage mstitute ofiers 
many advantages There is no question of the new real estate 
company oustmg completely the mortgage bond mstitute, at 

^ An interesting example of this tendency is the Beaux Arts Apart- 
ments, Inc , whose capital consists of First Preferred and of Common 
Stock 

* Ftnancial News, 7th January, 19^0 
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least for decades It may be regarded as an mtegral part of 
the structure of the capital market 

There has grown up withm recent years a general recogni- 
tion of the basic sigmhcance of mortgage bankmg m economic 
and social hfe Rural credits, buildmg credits, long term 
credits for mdustry, these are regarded as among the most 
important and pressmg needs m all countries Previous to the 
war, the prevaihng thought of most busmess men and even 
of professional economists appeared to be that bankmg and 
credit had become adjusted to the needs and habits of different 
countnes and classes Broadly speakmg, it was assumed that 
all who deserved credit could get it This view is now chal- 
lenged, if not changed There is widespread behef that certam 
activities are bemg badly served with long term credit even m 
such countnes Moreover, the commumty as a whole is now 
profoundly mterested and concerned m the functionmg of the 
banks. They are no longer regarded as mystenous, suspicious 
entities of httle real importance to the mdividual They are 
now widely recognized as important mstruments of social con- 
trol Their significance is recogmzed to be m the bearmg they 
have upon production and m the direction of capital Mort- 
gage banks m particular, it is seen, may stimulate production 
along certam channels Even deposit bankmg has come to be 
regarded nowadays as bemg as essential as any pubhc service, 
and this apphes with even greater force to mortgage bankmg 

What has led to the world-wide growth of mortgage banks? 
Surely conditions have not changed fundamentally, and the 
need for their services was felt also previous to the war Why 
then the msistent demand for mstituting mortgage banks 
to-day? 

In large part it would seem to be one of the consequences 
of the amalgamation movement m commercial bankmg The 
great and rapidly increasmg growth m these banks and in 
their power over the money market has made them face the 
long standmg demand for long term credits The big organiza- 
tion has to meet pubhc expectations which the smaller banks 
could ignore As their resources mcreased and their position 
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was strengthened, their scope was widened They most, in 
spite of their reluctance, either themselves deal with this 
demand for long term credit, or create the necessary instru- 
ments for domg so Perhaps the demand was accentuated m 
consequence of the keen competition for foreign markets, 
which resulted m a rdative increase m the amount of credits 
which went mto the exporting mdustnes and a corresp onding 
declme m home credit 

The war left many countries so exhausted that savmgs dis- 
appeared and desirable undertakings languished for lack of 
capital. The central banks were fully occupied with Gkivem- 
ment needs— with exchange problems, with tasks relatmg to 
temporary balances, short term loans, and the refundmg of 
debt ^ They had httle desire to be diverted to problems relat- 
ing to long term loans They were more concerned with 
assistmg the Treasury than the busmess world They were, 
therefore, desirous that the proper means ^ould be found of 
approachmg the capital market for long term loans m order 
that they should be left to their accustomed tasks Similarly, 
the commercial banks wished to devote themselves to their 
own functions, the chief of which they regarded as the grant 
of short time accommodation to busmess men concerned with 
the handling of goods Even the German banks, with their 
long tradition of sharmg m the risks of mdustry, were eager 
to shed the responsibihty for providing long term bankmg 
facihties But the post-war conditions made this pohcy 
impossible for them 

The banks have fdt a great pressure to grant a larger 
amount of tune deposits as compared with demand deposits 
They hold a greater proportion of long term mvestments and 
loans on securities than was usual The big jomt-stock banks 
and the central banks have carried a large amount of frozen 


* All tte leading central basics confine themselves to acting as 
to the Government and to other banks They avoid competing 
mm the latter for ordinary banking business The Bank of Erance is 


“”™“cial bills discounted at its 257 branches and auai^ 
Offices all over the country ^ 
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assets m recent years These conditions necessarily force them 
to devise better long term facihties m order that they should 
be freed from this type of activity They welcome the estab- 
lishment of compames which reheve them from the necessity 
of tymg up a considerable portion of their resources m non- 
hqmd funds, which would result from making advances on 
real estate At the same tune it should be noted these com- 
pames compete with the banker for deposits, but their activi- 
ties are of a kmd whidi the bank would not handle— the issue 
of debentures, and the collection, at considerable eiqiense, of 
small contnbutions 

Havmg exaimned the mam general features of the mort- 
gage bond as an mvestment secunty, its recent development 
and tendenaes, we will now proceed to illustrate and modify 
it by concrete examples. The study of speofic mortgage bonds 
m the chief countries ^ould give us a closer grasp of the real 
situation than we have so far attamed We shall attempt a 
comprehensive survey of the leading banks and bonds quoted 
on the mtematLonal markets, and submit a tabular repre- 
sentation of the diaxactenstics of the various issues Smce 
many countries contam examples of a number of dif erent 
types of mortgage bank, it will be more convement to set out 
the matenal on a geographical basis — a procedure which will 
enable us, also, to discuss the different countnes as markets 
for these bonds 

One of the obstacles which confronts a realistic study of 
mortgage bonds hes m the fact that different senes have to be 
compared This comparison may be very misleading Many 
bonds axe issued m countnes which have changed over to a 
gold standard But they did not go over to the gold basis 
at the same tune Some bonds are issued at a premium, and 
some at a discount Some are to be redeemed at par, and 
some at a premium Sinkmg fund arrangements vary Differ- 
ent pohaes are adopted with respect to the support of pnces 
on the market Most have a local market, some are sold on 
two and a few on more Exchanges The pnces quoted vary, 
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in some cases it is the average, and m some the last pnce of 
the day Those which run for some tune have been sub- 
jected to changes m the law It is therefore much safer, as a 
rule, to compare the mortgage bonds of any country with the 
Government bonds and mdustnal debentures of that same 
country, than with the mortgage bonds of other countnes 
It will be convenient to examme the leading countnes 
whidh are representative of different tj^es of mortgage bank 
system Germany will come jQrst because of her eiqienence and 
the cathohaty and the variety of her banks , France next with 
her monopolistic centralized system of jomt-stock mortgage 
ba nk i ng , the Umted States will come third because of its 
colossal Government system and the mterestmg new features 
she has developed, such as mortgage bonds issued on a single 
bmldmg, and the guarantee of bonds by pnvate compames, 
and a speaal real estate exchange for the sale of secunties 
Sweden should perhaps come next as the country with a cen- 
tralized bond system and a decentralized bankuig organization 
with Holland as the country where banking and bonds are 
subject to no speaal regulation But England will come next 
to illustrate what substitutes have sprung up m a country 
where no mortgage banks proper existed until recently, whilst 
Sweden and Holland are dealt with later more bnefly Short 
notes wiU suffice to mdicate the long term credit conditions 
in other countnes. 



PART II 


MORTGAGE BOND SYSTEMS IN 
VARIOUS COUNTRIES 

CHAPTER IX 

GERMANY 

Germany is recognized both as the founder and as the home 
of the mortgage bank, the mortgage bond, and a developed 
system of real estate credit Her long e3q)enence m this fidd, 
and the high development and strength of her mortgage or- 
gamzation, has had a considerable influence on other countries ^ 
At present her credit situation is a fairly typical sample of 
that prevailing m most Central and East European countnes 
and IS, therefore, all the more instructive We shall be justi- 
fied then m dealing vnth German conditions at some length 
The financmg of mortgage loans by bonds is used for all 
kmds of real estate credit agricultural credit, urban real 
estate credit, communal credit, and, m recent times, mdus- 
tnal credit Whilst m the South of Germany some of the 
private jomt-stock compames grant both agricultural and city 
real estate credits, they specialize m the North m the issue of 
bonds secured against urban mortgages, the agncultural busi- 
ness being concentrated there m the hands of pubhc institutes 
which are either State banks or co-operative associations 
The fact that "the pubhc law banks” were ongmally estab- 
hdied m a penod of emergency, resulted m thmr not bemg 
run pmnanly for profit This name of pubhc law (ofienthch 
rechthch) is apphed not only to the State or municipal banks, 
but also to the co-operative associations, le to non-profit 

^ Bagehot ascnbed a large part of Bntam's conunercial supremacy 
over continental nations to the superior oigamzation of her credit 
Germany’s leadership on the Continent in the pre-'war penod was, in 
part, due to the skilful organization of her capital market, m which 
her mortgage banks played an important rdle 

lj.2 
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tnalcmg institutes The pnvate joint-stock companies, on the 
other hand, depend for then growth duefly on the financmg 
of urban credit with a view to gaming a competitive profit 
Let us first mquire mto these profit-making concerns, and 
then mto the different types of pubhc banks, the landschaften, 
1 e the co-operative associations and the State banks The 
organization of the pnvate jomt-stock banks, whidi although 
(^erating with capital provided by shareholders, is under stnct 
Government supervision, is controlled by the Mortgage Bank 
Law of 1899, amended by the Acts of 1923 and 1926 The 
growth of confidence m the security of mortgage banks may be 
said to have begun soon after the newly-enacted law revealed 
certam weaknesses, which led to the collapse of two institu- 
tions This gave occasion to the ke3nng up of their regulation 
and supervision The scope of the activities of these ]omt- 
stock banks is sharply circumscnbed, consisting for the greater 
part m the grantmg of long term loans on mortgages to ordm- 
ary busmesses on the security of their property, and advances 
to German mumapahties, and to the issue of mortgage and 
mumapal bonds against these loans In addition to their mam 
activities, the banks may fulfil certam functions which are 
regarded as a variant of, or subsidiary to, the mortgage busi- 
ness itsdf sudi as the acquisition and sale of existing mort- 
gages, the grant of loans to domestic narrow-gauge railwa]^, 
and the issue of bonds against these advances, certam sorts of 
commission busmess, as, for example, the purchase and sale 
of secunties on foreign account, the receipt of deposits up to 
50 per cent of the paid-m capital of the bank, and the tempor- 
ary mvestment of free funds m first-rate secunties Broadly, 
the object aimed at by the law is to prevent these banks firom 
engagmg m any unusually nsky enterprises 
The mortgage bonds issued must be covered to the extent 
of their nominal value by mortgages of equal value, and bear- 
uig m their total at least the samp, rate of mterest If tbi.s 
cover diould temporarily prove to be insufficient it may , for 
the time being, be replaced by Government secunties labil- 
ities under the bond issue must, moreover, remam withm a 
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certain proportion to the capital The bonds may not exceed 
20 tunes, and where mmuapal bonds are issued, 28 tunes the 
amount of the capital plus reserves set apart as cover of the 
bonds From a representative list of twenty-two banks it 
was found that the bonds varied from 17 tunes the capital and 
reserves to 7*5 tunes— the average bemg about 12 tunes 

Loans may not be granted except on first mortgages, and 
must keep withm 60 per cent of the value of the property 
In accordance with the post-war revaluation the loans are, 
m fact, hmited to 15 to 40 per cent on city property, and 25 
to 30 per cent on rural property Half of the agricultural 
loans must have provisions for amortization 

The oldest private ]omt-stock company engaged m tbs busi- 
ness IS the Baynsdie Hypotheken und Wedisdbank, estab- 
lished m 1834 mortgage operations of early banks were 
handled m departments separate from their credit bankiug 
activities, and tbs one still carries on a mixed bankmg 
busmess The private mortgage banks wbch began to develop 
m the early sixties were, however, pure mortgage banks, and 
no new mixed banks were allowed to be estabh^ed m 
Germany 

The law of 1899 required that hcences be obtamed before 
beginning busmess No speaal privileges have been accorded 
to these banks, the regulations bemg merely restnchve The 
fiduaaiy agent, or trustee, checks the data of the valuation 
on wbch the loans are granted, and mquires mto the suba- 
ency of the cover for the mortgage bonds wbch it is desired to 
issue, and tbs is entered mto a special Cover Register He has 
]omt custody with the officers of the bank, to wbch he is 
assigned, of all papers connected with the bonds He has 
absolute custody of the mortgages used as secunty, which he 
holds as a trustee, and must attach his signature to all loans 
In the event of bankruptcy the mortgage bondholders have a 
preferential right to the securities entered m the Cover Register 

The mumapal bonds are covered by loans to such pubhc 
coiporations witbn the country as do not wish to appeal 
directly to the pubhc for long term loans These are hke the 
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other loans entered into the Cover R^ter and controlled 
by the trustee The muniapal bonds are authorized invest- 
ments under the law of trustees 
The laws governing Landsdiaften, Stadtschaften, and other 
pubhc institutioiis vary with the locahty, but, m general, the 
provisions of the law of 1899 ^PP^y institutions. 

The oldest pubhc banks are those of the Landschaften, the 
co-operative associations of landowners, the first of which was 
estabhshed m 1779 Landschaften were empowered to 

issue debentures on the properties mortgaged by the borrowers 
and the assets of the association, on the ]omt and several 
habihty of the members who received the bonds m exchange 
for their mortgages Each Landschaft was created by a special 
provmaal act which gave it the right to operate withm its 
prescribed area The older associations were compulsory All 
landowners were obhged to assume liability, and all had a right 
to credit The new Landschaften are voluntary organizations. 
Permission to become a member and obtam credit is optional 
They, too, are co-operative associations, and are not operated 
for profit They are not all exactly alike m the matter of 
habihty and management Still they have essentially the same 
method of canymg on their busmess Previous to the war, 
the association appraised all the land already improved or 
capable of yieldmg an immediate revenue withm its sphere of 
activity, took mortgages from members who desured credits, 
and gave them debentures m exchange The credit limit was 
fixed, as a rule, at 50 per cent of the appraised value of the 
estate The borrower sold his debentures m the market for 
what they would brmg There was, m fact, a steady demand 
for them at a good pnce 

The borrower pays an annmty m half-yearly instalments 
These remam the same as long as he is m debt The portion 
of the annmty which represents payments on the pnnapal is 
invested to the account of the borrower, and gradually the 
property is rdieved from debt 

The Landschaften have no, or only a small, capital The 
only additional secunly for the bonds issued, besides the 
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mortgaged property, is provided by the mutual habilily of the 
members This liabihty is met m different wa]^ sometimes 
it IS covered by all the real estate which members possess, 
sometimes it is extended only to their mortgaged property, 
sometimes it is limited to a percentage on the loan Some 
of the new Landschaften have instituted a guarantee fund 
made up of extra contnbutions m place of tbe older, more 
burdensome mutual habihty The borrowing members of most 
of the associations are now hable only to the extent of their 
mortgages 

The sale of his debentures by every borrower m tune proved 
clumsy Most of the co-operative associations, therefore, 
organized special banking departments primarily with the pur- 
pose of sdling and buying them bonds on the market The 
need for a central organization for standardizing them busmess 
methods and strengthening them credits by mutual assistance 
became apparent between 1872 and 1875, during the agncul- 
tural crisis, when the market pnce of the bonds of several 
associations was low and unstable Inasmuch as the guarantee 
these bodies offered was as good as the guarantee of the well- 
known Landschaften, whose bonds were sold at a satisfactory 
pnce, it was evident that the difference was due to distance 
from a big monetary centre and to adverse local conditions The 
effort to establish a central organization with power to issue 
bonds upon the combmed guarantee of the Landschaften, with 
all Europe for them market, has been only partially successful 

The Central Landschaft of Prussia, organized m 1873, was 
made up only of eight Landsdiaften The others did not join 
because them bonds found a ready market withm them own 
provmces The Central Landsdiaff has neither capital nor 
other funds additional to the smkmg fund accumulated from 
the contributions for the retmement of the bonds, and the 
special reserve fund obtamed by the few gams from sales of 
bonds at a premium Its members are the other co-operative 
associations They ddiver them bonds with the other neces- 
sary documents m exchange for the collateral bonds of the 
central body It acts as a central agency for distnbutmg bonds 
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and the larger issue tends to lessen fluctuations m bond prices 
As with the older Landschaften, the nghts of foreclosure, the 
issue of bonds, the methods of amortization are not unlike 
those of the jomt-stock mortgage bank 

Side by side with the co-operative land credit associations 
there grew up another group organized by States, provmces, 
and mumapahties which grant real estate loans 

The State, provmaal, or district banks differ considerably 
from one another m function and organization, but work, more 
or less, on the same hues as far as then mortgage credit busi- 
ness IS concerned They are all non-profit-makmg and serve, 
especially, the owners of small- or medium-sized property 
They grant long term mortgage and communal loans, and issue 
bonds to raise the money needed They are secured by State 
guarantee Loans are made m cash All the proflts of the 
bank are used for reducing the rate asked for loans, or are 
devoted to public purposes The banks are exempt from stamp 
duties and registration fees, they enjoy the free services of 
State offiaals, and possess other special privileges m enforcing 
the collection of their daims 

Having exammed the organization of the jomt-stock mort- 
gage banks and of the Landschaften and State banks, and seen 
how they function, we may proceed to trace the effect of 
post-war conditions on their development 

The economic dislocation arising from war conditions, and 
the post-war reorganization of the currency, have impaired the 
German mortgage credit system, and the recovery is slow In 
the first few years after the war a large proportion of the loans 
outstanding were repaid owing to the low '^ue of money, and 
the correspondmg bonds were retired The busmess then 
tended to dechne Durmg the second lialf of 1923 the Greiman 
Mark dwmdled m value, and after a brief experiment with 
lye mortgages and mortgage bonds as a basis of the currency, 
8- new one based on the gold standard was mtroduced The 
mortgage mstitutes were at this timp. m a grave situation 
smce their capital and their considerable reserves were still 
calculated m paper marks 
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The Revalorization Act of 1925 laid down on a comphcated 
basis that the major part of the pre-war mortgages securing 
the mortgage bonds was to be re-valued at 25 per cent of the 
pre-war figure The mortgage creditors received payment for 
the greater part of their claims m the form of speaal mort- 
gage bonds, "Liquidationspfandbnefe” carrying mterest at 
4^ per cent drawn m gold marks, and as further claims are 
estabh^ed they obtam a further distnbution of bonds The 
claimants have a marketable security that is dealt with on the 
bourse The total used and now m cnculation is estimated at 
1,500,000,000 reichsmark About 85 to 90 per cent of the 
hquidation mortgage bonds will probably be repaid between 
1932 and 1935 The remamder have amortization funds with 
which they are to be redeemed later 

One of the results of this revaluation was that the bonds of 
private mortgage banks were valued more highly than those 
of pubhc bodies. This raised the credit of the former relatively 
to the latter, and explams why the bonds of private mortgage 
banks often stand now higher than those of pubhc companies, 
although previously to the war reverse conditions prevailed ^ 
When stabihty m values was agam established the business 
developed enormously, but owmg to the insufficient capital the 
banks expenenced difficulties m raismg the money necessary 
for loans The mortgage mstitutions were m a worse state 
than the credit banks, smce the latter could satisfy their long 
term capital requirements by means of short term money 

Durmg the inflation period Germany, m common with other 
Central and East European countnes, slowly restored and 
bmlt up her fixed capital But with the reorganization of the 
currency these countnes were bare of hqmd capital In view 
of this shortage it is not surpnsmg that they became heavy 
borrowers m the US A and m Great Bntam The size of these 

^ Report of the Association of German Mortgage Banks, 1926 
** Prices of mortgage bonds are continually and to some extent coi^ 
siderably higher than those of the qualified bonds of the State aw 
municipalities, as well as those of the qualified municipally securw 
bonds of the mortgage banks and those of the greater p^ of the 
qualified bonds of public credit institutions beanng the same rate of 
interest " 



GERMANY 


149 


foreign boIIO^mgs caused considerable uneasiness m Germany, 
and it may be assumed that the amount \rould have been still 
larger had not a certain restriction been oiforced The im- 
poverished countries became veiy dependent upon the inter- 
national market, le upon dements outside their own eco- 
nomic control, and this reacted on the oiganization of the 
mortgage banks. In order to mcrease the issue of their bonds 
they adopted various devices to reduce competition among 
themsdves The desire to avoid a scramble a host of 
institutLons led to the rationing of available sources, and 
this necessitated an undeistandmg not merdy as to tiie nommal 
rate of interest, but also as to other matters without whidi 
the rate would be meSective The private ]omt-stock com- 
pames came to far-reaching agreements as to the conditions on 
which to issue bonds 

During the period foUowmg the war four groups of mortgage 
banks established a more or less dose commumly of mterests 
The most important of these groups, the G emfiinschflftsgm ppp. 
Deutscher Hypotheken Banken, compnsmg six leadmg banks, 
provided for a rigid centralization of their capital for the pur- 
pose of attainmg common aims All profits and losses were 
pooled between the banks with the effect that the habihties of 
any one were m reahty secured by the combmed capital 
strength of the six Whilst the two smaller groups, mmpnsiTig 
together seven banks, are working exactly on these samp , hnes, 
the Suddeutsche Gruppe, consisting of six important institu- 
tions, does not go so far as to pool the profits and losses of 
its members 

All the ]omt-stock compames, whether bdonging to one of 
the associations or not, follow the samp, pohcg?’ as to the rate 
of mterest to be paid on new issues The practice of givmg 
the purchaser of bonds a certain commission lowers their 
price, and they endeavour to adjust the nommal price to the 
actual market pnce It should be dearly realized, however, 
that no attempt to place these bonds m a strait-jacket is 
hkdy to succeed Some flexibihty of price must be allowed 
for The so-called abuse of resdhng mortgage bonds, and 

II— (so8i) 
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especially of mumcipally-secured bonds below the Stock Ex- 
change quotation, arises from the fact that that quotation 
may be ngged and is sometunes too high, and that there is 
no ready market for the bonds at that price 
No attempt has yet been made by the private mortgage 
banks to provide for a centralized bond issue, a device adopted 
by some of the public mortgage institutions, but amalgamation 
of mortgage banks is begmiung to play a very important part 
m the process of rationalization In 1930 most of these banks 
stated that their loans would be repaid in gold, a step which 
would tend to ehmmate the dangers of inflation to the lender 
They borrowed at about 8 per cent, they are getting an addi- 
tional 0 70 to 1 56 per cent on their mortgages Most banks 
carried a clause to the effect that there should be no redemption 
by purchase before a certain date 
All the Landschaften were already m existence previously 
to 1914 In the period of the war and of inflation the history 
of these mstitutes was smular to that of the jomt-stock com- 
pames But the pubhc banks were, mdeed, even worse hit 
than the pnvate jomt-stock companies, because of the neces- 
sity which they were under of workmg withm more ngid 
limits They could no longer afford to grant loans free of 
admmistrative diarges, or have a narrow margm between the 
pnce they paid for their bonds and the amount they charged 
Owmg to the post-war econonuc developments, therefore, 
there has been an mcreasmg tendency for the pubhc banks to 
conform to the methods of busmess employed by jomt-stock 
compames To raise money on foreign markets they had to 
accumulate a capital of their own The foreign mvestor, used 
to measunng the credit standing of compames by usually 
accepted standards, judged the bank largely by the amount of 
its capital and its reserves Other changes, too, were necessary 
Whilst until 1927 most of the associations delivered bonds to 
the borrower, and only a mmonty made the loans m cash, 
the former method has now been almost entirely abandoned 
because the unorganized selling of bonds on the market in 
times of adverse money conditions influences the pnces very 
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unfavourably The issues of the pubhc banks are now subject 
to the law of the 21st December, 1927, which has necessitated 
brmging about considerable changes in. their busmess methods 
The law regulates the issue of bonds m a way similar on the 
whole to that of the pnvate mortgage banks, but, neverthe- 
less, allows some important differences As the pubhc banks 
are regarded as part of the civil service there is no need for a 
trustee And there is also no legal limit to the amount of 
loans granted, though, m practice, the pubhc banks foUow 
the pohcy of the pnvate jomt-stock compames For the time 
bemg mortgages on agncultural land are granted up to 30 to 
40 per cent of its appraised value Mortgages on aty real 
estate are granted up to 25 per cent, and m the case of apart- 
ment houses erected after 1918 up to 40 per cent of the value 
The pubhc banks usually worked withm a limited area which 
was also the market for their bonds The traditional buyers 
of these bonds no longer able to mvest on a large scale, the 
banks now depend much more upon mvestments of the 
finanaal centre, Berlm, which has grown so important smce 
the war FoUowmg the example of the jomt-stock banks, the 
pubhc banks have created central organizations representmg 
their mterests and ensurmg a common pohcy of bond issue 
They, too, found a difficulty m the sale of bonds It soon 
became dear that the existmg organizations were unable to 
obtam the capital required either at home or abroad A change 
had to be attempted New institutes had to be erected In 
1923 a Central Institute for the State and Provmcial banks 
with power to issue its own bonds was estabhshed 
The central bank for the whole agncultural mortgage 
system, the Rentenbank Kreditanstalt, was established m 1925 
This bank grants credits to pubhc institutions and to mstitu- 
tions under State supervision, which furnish either mortgage 
credits or personal crechts for agncultural purposes It must 
not approach the German capital market Mortgage bonds 
which may amount to six times the amount of the capital of 
500,000,000 reichmarks, are placed either ivith State institu- 
tions or sold abroad Out of the net profits a reserve fund 
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equal to one-tenth of the capital which was provided by the 
State, and a special reserve for the bonds issued equal to 5 
per cent of the bonds outstandmg, have to be accumulated 
Long term credits are granted to agncultural organizations 
against first mortgage or mortgage bonds which are additionally 
secured by the habihty of the borrowers for the unamortized 
pnncipal of then loans 

It is frequently argued that the Rentenbank has been par- 
ticularly successful with its foreign issues because of its capital, 
its name, and relation to the Reidisbank, and because it did not 
accept the prmaple of undifferentiated secunty, but provided 
a special cover easily controllable for each senes of bonds It 
is, however, dear that the better conditions obtamed are largely 
due to the size of the bank ^ 

Pubhc banks are still leading m the agncultural credit busi- 
ness, and th^ have extraided their activities to urban credit 
and to the financmg of mdustry 

Compulsory legi^tion after the war, which has only recently 
been abandoned, respectmg the rents of apartment houses 
and dwdhngs, depnvmg the owner of the full control of his 
property, greatly influenced the credit granted on urban real 
estate. Pnor to the war, 60 per cent of the new buildmgs were 
financed by first mortgages , m 1928 this amount was reduced 
to 30 per cent Smee the stabilization until the end of 1930, 
about 14,000,000,000 marks have been mvested m new house 
property Of this 8,000,000,000 marks has been raised out of 
public funds The larger part of it has been raised m the form 
of a rent tax on houses (Hauszmssteuer) This qiecial tax was 
meant to offset the gam to houseowners whose property had 
been mortgaged, and who were called on to repay only 25 per 
cent of the value of the mortgage The proceeds of this tax 
are chiefly used to finance building by granting second mort- 
gages to an amount equal to about 40 to 50 per cent Thus, 
the builder of new house proparty obtains a &st mortgage of 

1 It IS noteworthy that the dollar bonds of the Rentenbank suffered 
most dunng the Sqitember, 1930, dedine in seconties consequent on 
the election of the new Reichstag 
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about 40 per cent, a second mortgage of 40 to 50 per cent, and 
he must find the remamder of the capital himself 
On the model of the Landschaften co-operative associations 
for urban real estate credit, Stadtschaften were establi^ed, 
workmg, as a rule, with the additional guarantee of the town 
or the comity Nearly all of them are located m Prussia 
They, too, have formed a central organization on which they 
have conferred the exclusive monopoly of bond issue On the 
model of these organizations State mortgage banks have been 
established for the financing of dwdhngs 
Fmally, co-operative organizations specially designed for 
supplying credits to small- and medium-sized busmesses have 
been created smce 1924 A certam limited part of the demand 
for long term mdustnal credit is also covered by the jomt- 
stock mortgage compames and some by the State banks 
This type of credit is limited to mdustnal under taking s m 
big towns whose real estate and buildings have a value mde- 
pendent of the production earned on m them at the time 
These mdustnal mortgage banks differ m the details of 
then organization from one another, and are characterized 
by far-readung provisions for additional secunty, both as to 
the methods of granting loans and as to the guarantee behmd 
the bonds m order to compensate for the accumulation of 
dangerous risks The most important of these is the State 
mortgage bank of Saxony ^ 

The arrangements for guaranteeing secunty are regarded so 
favourably that mortgage bonds in Germany, whether issued 
m one part of the country or m another, by one company or 
another, give a fairly uniform yield Vanations do exist, but 
these are chiefly due to the different rates of mterest offered 
at the tune of issue and different redemption penods 
Another important consideration is whether they are recog- 
nized as trustee securities or not In pre-war tune this factor 
made a difference m yield of about | per cent But a number 
have no smking fund and no final redemption date, and these 
elements tend to reduce their price Savings banks and certam 

^ Cf table, p. 238 
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insurance funds are required by law to invest a consider- 
able proportion of their deposits in certain specified bonds 
which are trustee securities, generally in those of the Reich, 
the States, the mumapalities, or m other pubhc credit institu- 
tions Not many mortgage bonds issued by private ] omt-stock 
companies are conceded the status of a trustee security The 
case for recognizmg these mortgage bonds also as proper m- 
vestment for trustees and savings funds is based on the new 
post-war situation It is pomted out that the rates at which 
the pre-war bonds of these compames were revalonzed were 
higher than those of the paper-mark loans of the pubhc 
bodies Prices of mortgage bonds of jomt-stock compames 
are to-day higher than those of the States and of the mumci- 
palities givmg a similar yidd This is due to the general 
confidence m them Besides the mortgage banks are often 
of such utility for public reasons, say, for house building, 
that certain pubhc funds are encouraged to mvest m their 
bonds Surely, it is argued, if they are pubhdy favoured for 
investment, it follows logically that they ought to be given 
this extra privilege The recogmtion of mortgage bonds as a 
trustee secunty has been a question of pohcy on which differ- 
ent States have hitherto adopted different attitudes 

Another modification of the existing law advocated by the 
mortgage institutions is the abohtion of the tax of lo per 
cent to which all issues made on the home market are subject 
This would be of speaal importance with respect to the 
foreign mvestor, it would create the urgently needed direct 
openmg of the German capital market to foreign countnes 
The sporadic placement abroad of entire issues exempt from 
taxation but precluded from listmg on German Stock Ex- 
change markets does not afford complete compensation 
Foreign mvestors justly claim that they should be placed m 
the position at all times to find m Germany a market for their 
German mortgage bonds 

The comparatively small amount of the German mortgage 
bond issued abroad, partly due to conditions affectmg all 
mortgage bond issues, has to be explamed to a certam extent 
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GROWTH OF MORTGAGE DEBT AND MORTGAGE 
BONDS, 1927-30 

1927 

Total value of real estate RM 26,489,618,000 

Value of agncultural real estate (includ- 
ing forests and gardens) RM 25,999,462,000 


Mortgages on city real estate RM 2,637,000,000 

Mort^ges on agricultural real estate RM 2,037,600,000^ 
Revalonzation mortgages RM 1,094,300,000 


Total RM 

(August), 1928 ^ 

A^cultural mortgage debt RM 

Total agncultural indebtedness RM 

Individual and floating debts RM 

Rentenbank real estate debt RM 

3otIi June, 1929 

Total of mortgage bonds outstanding RM 

Issued on foreign markets RM 

Total Communal bonds outstanding RM 

Issued on foreign markets RM 

Total of bonds outstanding of joint stock 
companies RM 

Issued on foreign markets RM 

Total of bonds outstanding of State b anlfs 
and Co-operative banks Hm 

Issued on foreign markets RM 

Bonds outstanding of Rentenbank RM 

Issued on foreign markets Ijjlif 


5,768,900,000 


3.383.500.000 (577%) 

5.835.900.000 

1.800.000. 000 

2.000. 000.000 

6.274.200.000 

1.059.400.000 about i 

1.764.100.000 

238.400.000 about f 

3.407.100.000 

162.900.000 ^ 

2.054.600.000 

360.100.000 ^ 

814.500.000 

536.400.000 f 


1926 

1927 

1928 

1929 

1930 


ISSUED IN GERMANY 


Mortgage Bonds 
RM 1,628,000,000 
RM 1,597,000,000 
RM 1,477,000,000 
RM 835,000,000 
RM 1,784,110,000 


Communal Bonds 
RM 465,000,000 
RM 349,000,000 
RM 491,000,000 
RM 258,000,000 
RM 549,000,000 


OUTSTANDING ON 31ST DECEMBER, 

Total of mortgage bonds issued in Germany RM 

Total of mortgage bonds issued abroad t?m 

Total of communal bonds issued in Germany RM 
Total of communal bonds issued abroad RM 

Mortgage bonds issued by pnvate jomt-stock 
compames 

Mortgage bonds issued by public banks RM 

Communal bonds issued by pnvate jomt-stock 
compames Ejj 

Communal bonds issued by public hanirc 


1930 

6.509.000. 000 

1.013.000. 000 
z.907,400,000 

216,700,000 

4.396.000. 000 

2.277.600.000 

756,000,600 

1.310.600.000 


^ 1913. RM 16,000,000,000 
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by the taxation and by the generally restnctive poh(^ of the 
German Government 

Bonds issued by mortgage institutes have become mcreas- 
ingly popular during the years 1929 and 1930 vuth home 
mvestors While these bonds represented only 30 per cent of 
the total of bonds issued on the home market m 1913, i e of 
Government bonds, mortgage and communal bon^, and of 
industrial bonds, m 1929 they represented 68 per cent 

The post-war years have witnessed m Germany, as m 
France, a considerable mcrease m communal loans, of the 
total of bonds issued by mortgage institutions m 1913, 10 
per cent, m 1929, 30 per cent ^vere communal loans 

In spite of all efforts to mcrease it and the high rate offered, 
the capital mvested to-day m mortgage bonds m German}^ is 
considerably less than what it was m pre-ivar days Home 
mvestors are turning to them mcreasingly, but have not the 
necessary capital to direct mto this channel For the outside 
mvestor, on the other hand, there are now added to the usual 
disadvantages attadhmg to any mortgage undertaking abroad 
the very heavy external obhgations of Germany But m spite 
of these it is safe to say that the disturbed capital markets of 
1929 and 1930 were responsible for some of the neglect of 
German mortgage bonds 

While the market for German bonds at home is so active, 
the busmess m foreign mortgage bonds which was extensive 
m pre-vm: days is now very lumted The foreign bonds on 
the market are mostly 3 to 4^ per cent pre-^var issues of 
Scandinavian, and Middle and East European countnes, and 
dealings m them are almost stagnant Only very few issues, 
as, for mstance, the Norwegian loans, are quoted regularly 



CHAPTER X 

FRANCE 

France is the classical example of a coimtry with a monop- 
olistic mortgage bond credit organization 
In the be ginning of the last century real estate credit 
fiiribtifts were m a bad condition, chiefly because of the lack 
of adequate laws regarding the registration of instruments 
aflectmg the title of possession to land The law of 1852, 
speafymg the functions of land credit institutions, laid down 
rules for making loans and for issuing debentures, prescnbed 
the measures to be taken for adjudicatmg titles, and outhned 
the speaal privileges and restrictions under which the mort- 
gage bond busmess must be conducted The law did not mdi- 
cate any preference for any particular form of mortgage 
credit organization, but State banks never came mto exis- 
tence m France 

1/ At first it was mtended to organize a mortgage bank for 
each department, and the Banque de Pans, established m 
February, 1852, was only allowed to deal withm its own dis- 
tnct But m December of the same year the bank was granted 
the pnvilege of issumg mortgage bonds for the whole country, 
and its name was changed mto Credit Foncier de France It 
was given a subsidy of 1,000,000 finncs when it was started ^ 
No further institutes were granted permission to issue bonds,^ 
and the nght of the then existmg mortgage bond b anks was 
acquired by the Cr6dit Foncier The legal pnvilege granted to 
it expned m 1877 Its charter was extended for nmety-nme 
years from 1881 It enjo}^, m fact, a virtual monopoly 
The Credit Fonaer, now operatmg m France, Algena, 
Turns, and Morocco, is a national mortgage bank which makes 

^ The foundation of the Credit Foncier xras due to the economist 
M Dolowski 

^ A nval estabhshment was absorbed by the Parisian banks, which 
undertook contractually not to start any orgamzation capaUe of 
competing with the Credit Foncier 
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advances to agncultunsts and tovmsmen on the secunty of 
first mortgages on houses and land Smce 1929 it has been 
authonzed to extend its activities to the French protectorates 
and mandated territories It has thus become an Imperial 
Mortgage Bank It is a jomt-stock company, workmg under 
the control of the Government by reason of the privileges 
which the State has granted to it The Government control 
consists not only m the speaal law regulating the orgamza- 
tion and the busmess of the Credit Foncier, but also m the 
supervision of its admimstration It appoints the governor and 
two deputy-governors, the deputy-governors appomt all the 
other officials The governor is the representative of the State 
on the board of directors, and has control over all affairs not 
otherwise disposed of Even the decisions of the stockholders’ 
meeting may be vetoed by him The only independent right 
of the 200 largest stockholders who meet once a year is to 
elect the council of admimstration Clearly, its orgamzation 
was inspired by that of the Bank of France 

The scope of busmess is that of a pure mortgage bank The 
two prmcipal lands of operations are mortgage loans and 
communal loans granted to departments, mumcipahties, pub- 
lic utihty corporations, etc The latter may, or may not, be 
secured by mortgages The sources of funds for its operations 
are threefold first, the capital stock and reserves, second, 
money reahzed from the sale of bonds , and third, the deposits 
part of which are employed m carr3nng on ordmary banking 
busmess, such as short term loans as specified by law ^ The 
total of deposits accordmg to its statutes may not exceed 

100.000. 000 francs The capital stock, amountmg m 1930 to 

300.000. 000 francs, is now designed mainly as a guarantee for 
the bonds, the form of its mvestment must therefore be such 
as to render it liqmd and always available for this primary 
purpose One-half is mvested m Government and other secur- 
ities used as collateral by the Banque de France, the other half 
for loan purposes 

^ Ordinary banking business is earned on \vith the usual restnctions 
^common to pure mortgage banks iq permany and m the Umted States 
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The bond issue is fixed at fifty tunes the nominal capital, 
and must be covered by first mortgages The bonds are sold 
in large blocks by pubhc subscription Previous to the war 
the amount of a smgle issue varied from 250,000,000 francs 
to 900,000,000 francs , the total issues m 1929 amounted to 
3,000,000,000 francs mortgage bonds, and 5,000,000,000 francs 
communal bonds ^ The mortgage bonds have ofl&aally no 
fixed date of maturity, but the time limit for reunbursing the 
capital IS mentioned m the prospectus of each issue The bonds 
are redeemed by annual or seim-annual amortization at par or 
at a specified pnce The Credit Fonaer enjoys the special 
pnvilege of issumg bonds which, m addition to the fixed m- 
terest, give a nght to drawings for prizes Each issue of bonds 
with a lottery requires a speaal authorization by the Govern- 
ment, although it is exempt from certam prehmmary legal 
requirements In contrast to German or Amencan mortgage 
banks the Credit Fonaer may issue its bonds at a premium 

Bonds may be issued before mortgage loans have actually 
been granted, whilst m Germany bonds may be issued only 
after the mortgages are contracted as the basis for the issue 
and have been deposited with the trustee The German banks, 
therefore, need a larger amount of their own capital m order 
to acquire mortgages as the basis for their issues 

The Credit Fonaer has no mortgage bond register, is not 
supervised directly by the State m its dealings, and knows 
nothing of the institution of a trustee The control as to the 
quality of mortgages and the amount of bonds issued is limited 
to the measure that every bond has to be signed by the 
Governor and one of the directors The rule alwaj^ insisted 
upon IS that the face value of circulating bonds must not 
exceed the amount of outstanding loans Loans are granted 
on first mortgage up to 50 per cent of the conservatively 
appraised actual market value of houses and farms, and 

^Mortgage indebtedness to Government mdebtedness m France 
was considerably smaller than m Germany In 1913 the former 
a mortgage mdebtedness of 14,000,000,000 frs agamst 30,000,000,000 
frs m Government securities In Germany there 1161© 50,000,000,000 
marks as agamst 30,000,000,000 of total bonded mdebtedness 
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one-third of that of vineyards, woods, and other plantations 
These properties must have a steady and certam revenue 
Inspectors of the Cr 4 dit Foncier are m charge of the valua- 
tion, and the board of directors finally deades on the amount 
to be loaned The contract is filed with the public recorder, 
and steps are taken to make sure that there are no claims 
against the property mortgaged An important legal privilege, 
known as the purge, is granted the Credit Foncier m this 
connection When the bank has taken all steps to assure 
itself that there are no registered claims on the property on 
which a mortgage is desired, it issues a bnef official notice 
callmg on third persons to make known any nghts which 
they may possess agamst it If after three weeks no hidden 
claims are disclosed the bank may lend on the property, and 
its legal title becomes mcontestable against any claims which 
may subsequently be brought forward The great practical 
importance of this device m creating and perfectmg secunty 
is realized when the heavy legal diarges m mvestigatmg title 
to property m England are considered 

The maximum length of time for mortgages on real estate, 
either of landowners or muniapalities, is 75 years, and on 
property hable to depreciate rapidly 30 years Short period 
loans for less than ten years are also granted 

From 1856 to 1877 (except for an mterval between 1869- 
1870) loans were made m bonds , smce then the borrower has 
received cash 

Long term loans without exception have amortization pro- 
visions The amount for amortization depends on the length 
of the loan and the rate of mterest, the total mterest and 
smkmg fund is raised out of a fixed annuity, paid seim-annu- 
ally If the loan is for a short term the borrower contracts 
to pay the prmapal or mstalments and the mterest thereon 
at stipulated times 

The Credit Foncier is empowered also to make advances to 
the Sous-Comptoir d 4 s Entrepreneurs, a contractors’ bank 
which lends on mortgage to builders when their work has 
reached a certam stage and while it is m progress When the 
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building IS cximpleted, the bills discounted by the Sous-Comp- 
toir and rediscounted by the Credit Foncier are cancelled by 
an ordinary mortgage to the latter 
In 1928, under a speaal law regarding State assistance to 
shipping, the Crddit Fonaer was allowed to grant dups mort- 
gage credits 

Communal loans are granted mostly for a penod of 30 3^ajs 
The commune usually gives no security but that based on its 
abihty to meet its budgetary obhgations The communal 
bonds are issued against the credit granted by the bank In 
Februaiy, 1931, 1,500 milhon francs of communal bonds was 
issued at 4 per cent 

An analysis of the loans granted shows a steady growth of 
the part used for the financmg of aty real estate credit The 
mortgages having been mtended ongmally to aid agriculture, 
one-half of them were given m the country and one-half m 
Fans The constant tendency for urban mortgages to mcrease 
has resulted m the grant of twenty-two loans m the city to 
one loan m the country The activities of the Credit Foncier 
have been greatly influenced by the war and the inflation 
Prior to the war mortgage credits on rural and urban property 
were most important, now they are secondary to communal 
loans The explanation of this development can be found m 
the mcreased monetary needs of the pubhc bodies, the tem- 
porary decrease of bmldmg activities, and the repa3mient of 
mortgage credits during the inflation It is due m part to the 
fact that m the aty trouble and eiqpenses of operations are 
lower, and m part to the high standing of this bank which 
enables it to borrow and to lend cheaply 
The Credit Fonaer is represented m the provmces by the 
General Treasury whose representatives are Ihe financial 
agents for the recapt of payments and for all Treasury opera- 
tions, and by the directors of branches who sohat mortgages 
and communal loans and help to realize on them 
Although the Credit Fonaer has a monopoly of bond issue,^ 1 / 

^ The other mortgage banks established m France, like the Credit 
Foncier and Agncole d’Alg&ie, the Credit Foncier Egyptien, the 
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it IS by no means the only source of mortgage credit m France 
As m other countnes insurance companies take an important 
part m the financmg of real estate credit, whilst agricultural 
credit IS provided by co-operative associations workmg with 
Government funds For rural credits and for urban credits, 
'^the mdividual (notair) sohator still plays an important rdU 
The fact that the Crddit Fonaer has not extended its activ- 
ities more may be due partly to the lack of proximity to the 
customer, especially to the farmer The decentralization of 
the machmery for grantmg loans, which the Swedish system 
and the Federal Farm Loan system of the Umted States have 
so effectively combined with a centralized bond issue, is 
in marked contrast with the Frendi system 
It is important to note that the French institute, a large 
private jomt-stock company run on capitalistic hnes, has cer- 
tam features generally connected with pubhc banks Certam 
dividends are allowed to shareholders per annum out of the 
eammgs After these have been paid, a definite amount has 
to be set aside for the obhgatoiy reserve till it reaches 50 per 
cent of the capital stock Secondly, the rate of mterest 
charged to the borrower must not exceed by more than 3 
francs per cent the rate of the return (mterest, lottery fees, 
and other charges) from the bond m circulation at the tune 
when the rate of mterest on the loans is fixed ^ 


Credit Foncier Franco-Canadien, etc, vrork exdusivdy m certain 
foreign countries or in French Coiomes, and use the capital market of 
France only for the placing of their bonds The following table indicates 
their number of branches and their capital — 


Branches 


Credit Foncier & Agncole d'Alg^ie 21 

Credit Foncier Colonial 13 

Credit Foncier Egj^tien i 

Credit Foncier Franco Canadian 3 


Capital 

Frs 15,000,000 
Frs 24,000,000 
Frs 80,000,000 
Frs 4,748,000 


* The legal regulation of mortgages and mortgage bond issue is less 
strict in France than in Germany Unlike German balance sheets, 
those of the Credit Foncier include, under liabihties, the actual amount 
realized from the sale on the market and not the nominal value of the 
bonds issued Both the mortgages us»i as a cover and the share capital 
are calculated in relation to &is amount and not to the nominal value 
to be repaid But, on the other hand, whilst ^e German banks may 
grant loans up to 60%, the Credit Foncier is limited to 50% 
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France has never needed to go to foreign capital markets to 
borrow on the security of her mortgages, because she has 
always been able not merely to finance her own undertakings 
but to export capital Thus m 1911, whilst the total issues 
made m France of French securities was 17 4 per cent, that of 
foreign issues was 82 6 per cent of the total The accumula- 
tions of innumerable thrifty farmers and peasants are directed 
by the big banks with their numerous branches who act as 
agents iot the mvestment market They are m a dommatmg 
position m France Without their support no large venture 
is possible It IS partly due to their pohcy that the favourites 
with the milhons of customers were not mdustnals or com- 
mercially-owned railways AH forms of bonds — French rentes, 
foreign Government bonds, and Credit Fonaer bonds — were 
encouraged But it is contended that they are themselves m 
*this respect the instrument of the Government which assidu- 
ously cultivates the habit m the atizen to place his savings m 
State obhgations Previous to the war the bonds generally 
remained m the hands of persons of comparativdy small 
means And even to-day this class is stiU of significance here, 
although it has been wiped out elsewhere The big financial 
mstitutions are also mterested m this security, although the 
3nelds are not as large as they can obtam abroad Despite this 
tendency, and despite the fact that France together with 
U S A is the largest capital exportmg country, the amount 
of post-war issues of foreign mortgage bonds m France is 
comparativdy small The high tax on the issue of foreign 
securities and the rductance to grant long term loans to 
foreign countries act as deterrents 
Less than m any other country do French mdustnahsts 
need the help of mortgage banks for long term credits The 
French rentier has received too many shocks to his pohtically 
stimulated taste for foreign loans, and such of his sa ving s 
as the State loans do not absorb are hkdyto go to Fren^ 
mdustnal enterpnses Certamly they are m a position to 
borrow at comparatively low rates compared with other 
countnes 
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Our condusion is that the mam criticism of the simple well- 
organized French mortgage system is that, like French admm- 
istration and the Banque de France, it is too much centralized 
m Pans This renders it open to pohtical mfluences from whidi 
the whole French banking system suffers It is also subject 
to the cnticisms of the provmces who are constantly demand- 
ing a more decentralized system 



CHAPTER XI 

THE UNITED STATES OF AMERICA 

The United States of Amenca has become m recent years 
the biggest and most active market m the world for mort- 
gages fl pH mortgage bond mvestments based on real estate 
both withm and outside of the country With the growth m 
the acreage under cultivation, the mcrease m the value of land, 
and the larger capital necessary to eqmp and operate farms, 
agnculture fell mto a condition m which special credit faohties 
for long penod loans were needed In a similar manner, the 
colossal growth of towns and the new type of costly buildmgs 
occasioned a demand for long period mortgage credits Owners 
of landed estate borrowed capital at hi^er rates than bor- 
rowers m many non-agncultural mdustnes, and a demand for 
greater faohties became urgent The devices which sprung 
up spontaneously elsewhere became common also here, and, 
later, despite the mtroduction of the more organized machmery 
for providing such loans encouraged by Government measures, 
the older methods still contmued Mortgage legislation in the 
USA has for the most part followed the hnes of the English 
law which IS based on the common law modified by equity 
But the extent to whidi the prmaples of eqmty have been sub- 
stituted for the rules of the common law vanes m the different 
States 

Many mortgages are effected either directly without the 
mtermediary of any third person or mth the aid of local soha- 
tors Local farm brokers provide credit Many mortgage 
compames, commercial banks, and trust compames have farm 
mortgage departments , this apphes not only to the commeraal 
banks of smaller towns but also to some of the larger institu- 
tions Mmy of the small State commercial banks and the trust 
funds mvest in farm mortgage secunhes Savmgs banks and m- 
surance companies are important purchasers of mortgages The 
Federal Farm Loan system is an important source of new loans 

IS— (aoSx) 
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The business of farm mortgage banking m the Umted States 
has developed prmcipally withm recent decades The volume 
of borrowing by agricultural mterests for capital purposes, 
however, is, as we have seen, not fully measured by the 
amount of mortgage and bonded indebtedness 
It is difficult to give a defimnon of the private mortgage bank 
in the U S A which mdudes all the mstitutions domg this type 
of busmess It has been, however, attempted for practical pur- 
poses Article II/i of the Farm Mortgage Bankers' Assoaation 
states " Any National or State bank. Trust company, corpora- 
tion, partnership or mdividual, m good standing, havmg a 
paid-up capital stock and surplus of $25iOOO, and which makes 
a practice of loaning money on the security of improved farm 
land, and pubhdy offers such secunties for sale shall 
be ehgible to membership m this Association ” Each member 
has the power to deal m loans on real estate and to issue 
bonds, as a rule, the corporations may lend on any kmd of 
imp roved real estate, the organization and admmistration of 
tifiese compames being similar to that of the ordmary corpora- 
tion The typical farm mortgage company soliats mortgages 
throughout an entire State, or m some cases m a few neigh- 
bourmg States through a system of local agents The amount 
loaned on a first mortgage vanes from 33J to 75 per cent of 
the appraised value of the farm, mortgages are given for a 
penod of 5 to 20 years The average rate of mterest m recent 
years has been 6 to 7 per cent The commission deducted 
from the proceeds denved from the sale of the mortgage is 
payable as a lump sum, or m instalments secured by the 
borrower’s notes and a 2 per cent mortgage on the property 
Previous to the mstitution of the Federal Farm Loan system, 
the commission to the bank was usually represented by a 
margm of 2 to 6 per cent on the prmapal of the loan, payable 
annually This busmess became so w^ organized that many 
Bntish insurance compames bought mortgages S3^tematically 
on property m the USA 

Many of the farm mortgage compames have m recent yea^s 
started the issue of bonds Their issue is subject only to 
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occasional and systematic governmental regulations They 
are secured by tiie mortgages purchased They assign the 
mortgages to a trust company which holds them for the pro- 
tection of the bondholder, who has also a claim against all the 
assets of the company, usually mvested m mortgages If the 
bonds run for a long p^od of time, amortization arrange- 
ments are usually adopted The banks employ muc^ the same 
methods of placing their issues before the pubhc as bond 
houses , they advertise m the daily Press, curculanze lists, etc 
The several hundred farm mortgage banks are mdependent 
busmess enterpnses, most of them restncted to then local 
markets where they enjoy a good reputation Unfortunately, 
the costs of advertising a $10,000 mortgage is nearly as much 
as of a $500,000 bond issue If they would syndicate their 
issues, provide an appraisal system, national m cdiaracter, and 
put a standardized security on the market (which would not 
necessarily mvolve the establishment of a central issuing insti- 
tute after the Swedidi example), they would be able to reduce 
their costs and to compete more efficiently with the Federal 
Farm Loan system banks over which they possess the advan- 
tage of not bemg tied to a fixed relation between the bonds 
issued and their capital stock Some of the pnvate banks 
have, however, successfully syndicated their issues and fur- 
ther developments m that direction are to be anticipated 

The very large number of already existmg concerns and the 
variety of the mterests affected made the emergence of a 
powerful central organization very difficult But their capital 
bemg inadequate, ffie Gkivemment felt obliged to mtervene 
The Federal Farm Loan Act of 17th July, 1916, was mtended 
to enlarge the supply of funds available for agriculture by 
creating provisions for the issue of a highly secure and highly 
marketable bond 

The law provides for the organization of {a) Federal Imid 
banks. State banks based on the co-operative National Farm 
Associations,^ and {b) Jomt-stock Land banks, the latter are 

^ Hus IS clearly based on the Svredi^ example, but there are twdve 
central issuing institutes instead of one This is, however, merdy a 
question of convenience , the main fact is that the bonds are uniform 
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pnvate mortgage companies workmg under constructive 
Government supervision The whole system is under the 
supervision of the Federal Farm Loan Board The Board, 
composed of the Secretary of the Treasury and five members 
appomted by the President of the Republic, supervises the 
activities of the banks It appoints the Farm Loan Registrar 
m each distnct, the appraisers and exammers, and, m the 
case of the Farm Loan Board, three of the seven directors, 
the others bemg elected by the assoaations The Board may 
grant or refuse any specific issue of bonds, alter the rate of 
mterest, prescnbe the terms for both the loans granted and 
the bonds issued, etc 

The States are divided mto twelve districts, each with a 
Federal Land Bank The capital of tiiese banks, each of which 
started with a immmum of $750,000, is owned by the national 
farm loan assoaations Each bank is authorized to make loans 
up to $25,000 through the mtermediary, and, with the assistance 
of the farm loan assoaations, up to $25,000 secured by first 
mortgages on farm land for a period of five to forty years 
The banks may also buy and sell USA bonds, borrow 
money and pay mterest thereon, and deposit securities and 
their current funds with any member bank of the Federal 
Reserve system 

The five thousand loan assoaations axe co-operative associa- 
tions of farmers organized for the specific purpose of securing 
credits through the loan banks Their capital stock is fixed 
at a minimum of $20,000, but vanes with the volume of loans 
secured, one share bemg issued for every $200 loan Each 
member subscnbes to the capital to the extent of 5 per cent 
of any loan he takes, the assoaation, m turn, subscnbes for 
an equal amount of capital stock of the Federal Land Bank 
of the distnct The members of the association are mdividu- 
ally liable for twice their stockholdings The reserves of the 
associations must be mvested m the bonds of the distnct 
Federal Land Bank 

Loans are made only on the amortization prmaple, and for 
stnctly limited purposes up to the amount of 50 per cent of 



UNITED STATES OF AMERICA 


169 


the value of unproved land and 20 per cent of the permanent 
unprovement on faniis operated by the owners The farmer 
submits his application for a loan to the association, if the 
loan IS approved of by the Federal Land Bank appraiser, the 
association endorses the mortgage over to the bank, thus 
a secondary habibty for the pa5niient of the bond, 
gnr^ deposits loau bond capital stock to the amount of 5 
cent of the loan with the Land Bank as partial collateral 
security for the loan The bank advances the funds It then 
deposits its mortgages with the Registrar as collateral for the 
bonds which it issues under specific authorization of the Board 
Each bank may issue and have outstandmg bonds to the 
extent of twenty tunes its capital and surplus The bonds are 
the obligation of all Federal Land Banks ]omtly, they are 
lawful mvestments for trust funds and may be accepted as 
security for all pubhc deposits Th^ are also free of taxes 
Smce the mvestments of these banks are necessarily placed 
m first rate real estate mortgages, and smce, for the system as 
a whole, these mortgages are drawn from every part of the 
country, the risks undertaken by the system as a whole are 
very widely distributed 

The Jomt-stock Land Banks have as their purpose the plac- 
ing of private mortgage busmess on a more efficient basis, 
and they are an essential part of the new system The scope 
of their busmess and the regulations relating to it are the 
same as for Federal Farm I^nd Banks, with the following 
exceptions 

They differ from the Federal Land Banks m five important 
respects (i) The capital stock, of which at least $250,000 
must be subscnbed, is owned pnvately The total capital for 
the forty-eight banks^ (not mduding the three banks m re- 
ceiverdiip) m 1930 amounted to $41 7 millions (2) Loans are 
granted directly to the apphcants (3) There is no jomt re- 
sponsibihty among these banks , each is hable mdividually foi 


^ Since the passing of the Federal Farm Loan Act, 80 such banks 
have been chartered, but liquidations and consohdations have reduced 
their number, 
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its own bonds and other obligations The bond issue is limited 
to fifteen tunes the capital plus the reserves (4) Each time 
that a loan is made by a Federal Land Bank its capital stock 
IS mcreased to the extent of 5 per cent of that loan There is 
no such contmumg increase m the case of the Jomt-stock 
Land Banks (5) The officers and directors of the Federal 
Land Banks are appomted by the Farm Loan Board, while 
the officers and directors of the Jomt-stock Land Banks are 
elected by their stockholders 

In other respects they operate m a manner similar to the 
Federal Land Banks Funds are obtained from the sale of 
tax-exempt bonds, and the operations of the bank, the fixmg 
of the rate, the accumulation of reserves, etc , are under the 
control of the Board 

The Government’s efforts to reduce the charges on real 
estate credit have been successful Indeed, so heavy has been 
the dedme m the rates obtamable on American farm mort- 
gages that some of the funds of Bntish mortgage companies 
have been withdrawn and placed mto mvestment trust com- 
pames As late as 1925 the rate ranged from 5| to 9 or 10 
per cent according to the locality 

Subsequently, numerous private jomt-stock land banks 
were established domg smular busmess They, too, are under 
the supervision of the Federal Farm Land Board, and between 
them may be regarded as constituting the most important 
part of the organization of agncultural real estate credit m 
theUSA 

At the close of 1930 the Federal Land Banks had granted 
loans amountmgto about $1,653,000,000 to over 300,000 farms, 
whilst the private jomt-stock banks of the Federal Farm 
System had granted loans exceedmg $800,000,000 The total 
of Federal Land bank bonds outstanding was $1,186,000,000 , 
the total of jomt-stock land bank bonds outstanding amounted 
to $550,000,000 

The frequent temporary fluctuations m land value and the 
type of building constructed make the problem of grantmg 
real estate credit somewhat different from that m France and 
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Germany, and m other European countries where land prices 
vary less and have diown for the last century a fairly steady 
nse This is partly the cause of the number of dear distmc- 
tions which may be drawn between the mortgage bond system 
of Amenca and of Europe 

The credit bodies developed before 1917 are still m exist- 
ence, although greatly influenced by the Federal Farm Loan 
organization In all the other countries under a regulated 
system the regulations are, as a rule, compulsoiy and um- 
versal, 1 e a bank is granted permission to issue bonds onl}' 
on the condition that it comphes with the rules, but m the 
USA the banks may or may not submit to the system Most 
mortgage credits are stilL financed directly, and without the 
use of bonds No co-operative mortgage assoaations have 
emerged ^ 

While an organization, combimng the advantages of a cen- 
tralized bond issue with a decentralized apparatus for grant- 
mg credits, now provide for agncnltural needs, no qiedal 
provisions were made for City real estate credit This has 
grown to enormous magmtude The modem buildmg is a pro- 
ject of big proportions requiring the mvestment of many 
people Duimg 1924-1929 some $10,000,000,000 of new 
bmldmgs were added on sites valued another $2,500,000,000 
Individual owners and entrepreneurs found one-fifth of this 
amount, the remamder — m some form of security — came from 
the banks or the mvestmg public 

Small dwelhngs m the aties are financed on the basis of 

^ The grant of long term loans is a simpler bnsmess when the owner 
farmer applies for it than when it is desired by the tenant farmer 
In recent years, however, tenancy has been on ihe increase In 1880, 
74 5 % of the farm land was occupied by owners, in igio, only 62 1% 

There are various reasons for this the strong drift towards die cities, 
which puts farms on the rental market when they cannot be advan- 
tageously sold, the necessity, as soon as free land disappeared, of 
aUowmg men without capital to rent their land for a period before pur- 
chpmg it, the lettmg of land on a share or mon^ rent to white or 
oiloured people in the plantations of the South The object of recent 
legislation, such as the Federal Farm Loan Act of 1917 and the Agri- 
cultural Credits Act of J923, is to arrest the growQi of tenancy bj 
the cost of land owning and rescumg the cropper tenant of 
the South from bondage to the middleman 
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mortgages for small amounts granted by the bmldmg and 
loan associations from funds ongmatmg m the savmgs of the 
lower middle classes ^ 

Like the private farm mortgage bond, the bond used for 
financmg City real estate credit is, m many States, not sub- 
ject to adequate Government regulation It is for this reason, 
perhaps, that there has been such a lop-sided gro\vth of 
speaalized building mortgage bonds These are, as a rule, not 
the obligation of a mortgage company secured by a group of 
mortgages , they are secured by a smgle mortgage and are the 
direct obligation solely of the owner of that property There 
is a separate bond issue for each piece of real estate financed, 
whether an apartment house, office building, or theatre This 
bond usually runs from two to twenty years, and is, as a rule, 
secured by redemption fund provisions, so that mdebtedness is 
letired at matunty At fhe present time this type of bond 
makes up over So per cent of all the urban real estate mortgage 
security issues publidy advertised for sale Currency is given 
to them because they are underwritten and sold by a well- 
known real estate bond house or by an mvestment banker 
Some 600 mortgage compames issue bonds of the European 
type, 1 e they are secured by a parcel of diversified mortgages, 
but only a few of these borrow m the central financial markets 
Both types of company, those ^vith a diversified and those 
with a single secunty are small compared with the European 
mortgage banks None have a share capital of over $5,000,000, 
or a bonded mdebtedness of over $40,000,000 

The absence of legal devices of a protective nature for the 
bonds of issumg compames has resulted m speaal measures 
being developed to confer on their bonds additional secunty 
These reveal at the same time their inherent weakness The 
bonds could not be brought on the market without the addi- 
tional guarantee or the endorsement of a guarantee company 
This company either guarantees the payment of prmcipal and 

1 There are altogether 12,666 building and loan associations in 
Amenca, vnth total assets amounting to more than 1,600,000,000 For 
a good account of their devde^ment and activities, see Moulton, The 
Ftnanctal Oiganisaiton of Society 
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interest when due on eadi underlying mortgage, or endorses 
the certificates issued for a charge of about | per cent The 
three or four large surety busmesses are able to guarantee 
payments on a diversified list of mortgage bond mdebtedness 
By selectmg their risks carefully, by distributing them accord- 
mg to locahties and according to their mdustry, they are able 
to insure against the losses resultmg from default by certam 
companies The surety guaranteed is obviously valuable under 
the present chaotic conditions, but is not regarded as a funda- 
m^tal remedy against the lack of secunty It is contended 
that institutions with abundant resources and conservative 
standards able to lend on a scale commensurate with the size 
of the mortgage loan market of the country and working under 
governmental supervision, Federal preferably, are needed 
They would be able to issue bonds satisfactory from the pomt 
of view of marketabdity and of secunty. 

This issue of bonds against the deposit of a smgle mortgage 
is opposed to one of the fundam^tal prmdples of real estate 
credit the diversification of risks Appraisals ought at least 
to be made on a more conservative basis It is suggested that 
the net mcome from the property ought to equal at least twice 
the mterest and amortization charges But during the recent 
boom m property m the USA the speculative promoters of 
buildings have issued first mortgage bonds up to nearly 100 
per cent of the ongmal cost of the enterprise Changes m the 
neighbourhood, fiuctuations of the busmess cycle Stock Ex- 
change crises, immediately afiect the value of this type of 
bond The bulk of these bonds are sold by a few large houses 
speoahzmg m these secunties The issues sold by them are 
retired, as a rule, m 10 years or less, but there is a considerable 
amount of 12-15 years’ bonds They are callable usually at 
a premium Only the old mvestment houses domg general 
busmess have a considerable amount of bonds of the sinking 
fund type 

These bonds are the least secure mortgage bonds to be 
found anywhere The secunty of one buildmg, the high pro- 
portion of the total value issued as bonds, the lack of smking , 
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fund, and the absence of supervision are sources of weakness 
But the failures are not as great as might have been expected 
While nearly all the underwriters of real estate issues refuse 
to assume any legal habihty for the payment of prmcipal or 
interest, most houses whose busmess is dependent upon their 
reputation mamtam payments to the bondholder m case of a 
default by the borrower The number of bonds m one issue 
changmg hands from tune to time is too small for close quota- 
tions or an active market , few issues are hsted on the Stock 
Exchanges Even if they were, the market would still retam 
much of its present dependence upon the support of the 
issuing house 

The uniformity of the various issues of any one underwnter 
IS partly due to this practice followed by nearly all under- 
wnters of supportmg the market for their own issues so as to 
avoid fluctuations 

Withm the past twelve months a special mortgage bond 
exchange has been estabhshed If this is allowed to develop 
gradually the situation may be improved very considerably ^ 

A new type of bank is slowly emergmg m the United States 
A bank which deals with land and takes deposits and grants 
loans m connection with it The desire for loans is, of course, 
there The real difficulty hes m acqmrmg the capital from 
investors To-day, the lender takes a bond on a property about 
which he knows little and, m effect, rdies on the good name of 
the banker In future the banker may simply guarantee hun, 
say, 6 per cent He may be able to take a forty year loan or 
deposit at 6 per cent, which may or may not be m the form 
of a bond, if he disposes of it at the same time for the same 
sum plus an amount for admimstrative expense, insurance 
against nsk, and a fair profit 

In the U S A the yield on real estate loans ordmanly ex- 
ceeds the 3 neld on bonds by about i per cent This may be 
explained m part by the cost of handling, and m part by the 
lesser marketability The admmistrative expenses on the 
former are higher Real estate mortgages require careful and 

*^See*Chapter IV 
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frequent appraisals, exanimations of title, and supervision of 
insurance poliaes This costs about | per cent, even when the 
sums mvolved are large The customary rate for mortgages 
bemg 6 per cent m the U S A^, the net return will be 5^ per 
cent as against, say, 4 g per cent on other classes of mvest- 
ment Six per cent is paid for the difference m marketabihty, 
assummg that the security of high-grade mortgages and mdus- 
tnal bonds are ahke The development of a natlon-^vlde 
market would, it is eispected, result m lowering the yield of 
mortgage bonds by at least ^ per cent 



CHAPTER XII 


GREAT BRITAIN 

Three major facts were always pomted to as grounds why 
there was no need m Great Bntam either for special mortgage 
banks, such as the Credit Fonaer de France or the Federal 
Farm Land Banks, or for the development of mortgage bonds, 
or for State subsidies to encourage the organization of capital 
for long time loans on farming property Hiese were the system 
of land holdmg, the availability of capital for all remunerative 
undertakmgs at reasonable terms, and the particular fncndh- 
ncss of the banks to borrowers on real estate Were these 
reasons sound? Broadly, the land was owned by large pro- 
prietors who not only let it to farming tenants, but also pro- 
vided for the major expenditures for permanent improvements, 
1 e for buildings, dramage, and fencmg The farmmg tenants 
were free to use their own capital on cattle, seeds, labour, etc 
Tins opportunity of using their resources for farmmg opera- 
tions made Enghsh farmers desire undisturbed possession 
rather than the full ownership of land sought m France and 
in Ireland The landlords did then* duty well, so that Great 
Bntam became a country of tenant farmers It is estimated 
that whilst m 1910 about 10 per cent of cultivated England 
and Wales was worked by its owners, m 1925 this rose to 25 
per cent This was due to the purchases made immediately 
after the war Owing to then bemg men of substance, it was 
argued that both landlord and tenant could borrow at com- 
paratively low rates, both for long penod and short tune loans 
The big banks were always able to demonstrate that m pomt 
of fact they lent colossal sums to farmers, and that although 
they preferred to grant loans for short periods, they were 
ready to renew them The recallable loan, recoverable withm 
a few weeks, was not, however, m spite of that fact, hkely to be 
very popular with borrowers 

It was true that direct negotiation between borrower and 
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lender and more organized lending by sohators who had their 
chents’ funds to dispose of still supplemented the loans granted 
by these mstitutions However, the farmers were not at all 
persuaded that all was for the best and, m spite of their de- 
mands, nothing was done to help them to obtam capital more 
easily until the changed conditions after the war demanded 
speaal measures These changes resulted from the heavy finan- 
aal losses incurred by the land-owning classes between 1914 
and 1928, m part owing to the inflation and deflation processes 
whidi led m many cases to the lessening of their capital, m 
part as a result of the nse in pnces whilst their mcomes 
remained relatively stationary, and m part owmg to the addi- 
tional burden of taxation Oth^ factors which had an adverse 
effect on the landlords and farmers were the relative dedme 
m the pnce of farm to other products, the long penods for 
which rents were fixed and then relative melasticity, and the 
rate and the terms on whidi loans are granted The annual 
national surplus for mvestments was less, and the competition 
for its use made by mdustry was greater The effect of these 
conditions m Great Bntam, as dsewhere, was the break-up 
of great estates at an accderated rate With the land-holdmg 
class less able to provide for the financmg of the farmmg 
mdustry than it had been previously, pnvate enterprise was 
regarded as madequate to meet the situation But m spite 
of these conditions the agncultunsts did not turn to co-opera- 
tion with any enthusiasm Their lack of assoaated effort m 
the more elementary tasks of marketing made it seem un- 
hkely that they would co-operate m order to obtam capital 
cheaply 

The various causes which called for legislation m favour of 
agnculture after 1921 have been s ummar ized as follows^ — 

1 The world depression m trade and the fall m the pnce 
of agncultural produce after 1921, which rendered farmmg 
under existmg conditions unremunerative 

2 The fact that durmg and immediately after the War many 

^ Dr L Le M Minty in The Economic Journal, Tune, 1030. do 
249-258 
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farmers had agreed to purchase their farms at what turned out 
to be top pnces 

3 The repeal by the Com Production Acts (Repeal) Act, 
1921, of the Com Production Act, 1917, which by removmg 
the bounties on home-grown wheat let in foreign wheat in 
competition with home-grown gram 

4 The iixmg of farm labourers’ wages, under the Agncul- 
tural Wages (Regulation) Act, 1924, by committees at rates 
which m many distncts made it impossible for farmers to 
cultivate less fertile land with any hope of profit 

5 Traders and merchants were equally hit by the same 
adverse arcumstances, and could no longer give extended 
credit m respect of seed and agncultural machmery bought 

6 The refusal of the electorate to give the Conservative 
party a mandate to impose protective duties on foodstuffs 

7 After 1926 the burden on former copyholders to pay 
compensation to the lords of the manor for enfranchisement 
of copyhold land under the Law of Property Act, 1922 

For these reasons the Government was at length mduced 
to grant aid to agnculture under the provisions of the Agncul- 
tural Credits Act of 1928 The chief result of this was to be 
the organization of the Agncultural Mortgage Corporation 
with a capital of £650,000, to whom the Government was to 
lend an equal sum for 60 years without mterest With tbs 
£1,300,000 as a basis, expenence m other countnes shows that 
loans of twenty times this amount could be made safely 
agamst first mortgages on land, so that there would be made 
available m the course of time, say, £26,000,000 for long time 
loans to land ^ It was to receive, also, a subsidy of £10,000 
a year towards its upkeep for a penod of ten years 


^ Half this amount if the Government guarantee is not used as a 
basis The Act provides that " the aggregate amount of Government 
loan and ' marginal fund' " (consisting of paid-up capital and amount 
standing to reserve, including special reserve) shall never be less tiian 
10% of debentures outstanding, except that if such outstanding securi- 
ties shall exceed ;£50,ooo,ooo, and so long as the “ marginal fund " is 
not less than £5,000,000 limit an amount of such outstanding securities 
shall be increased by £1,000,000 for every £75,000 of the " marginal 
fund " 
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The Agncultural Mortgage Corporation was formed for the 
purpose of tnaTnng loans on first mortgage of agncultural or 
fa rming estates, and the pnnapal assets of the company con- 
sist of mortgages or secunties m respect of the loans granted 
The subsidy given to the Corporation is the mterest accrumg 
from the mvestment of £650,000 obtamed from the Minister 
of Agnculture and Fidienes m Bntish Government secunties 
for a penod of sixty years , after this penod the Corporation 
will pay 5 per cent on the capital The mterest of the early 
penod is to constitute an additional guarantee for the stocks 
issued In bnef, the mduect subsidy amounts to £32,500 per 
annum for thirty years Its funds being liimted to £650,000 
share capital and a similar amount loaned from the Govern- 
ment, the Corporation came on to the market m June, 1929, 
with a £5,000,000 issue of debenture stock This debenture 
loan, which is guaranteed by the Government, gives a full 5 
per cent 3neld over a mmimnm penod of thirty years It is 
to be redeemed not later than 1989, although the Corporation 
has the option of redeemmg it at par on or after ist July, 1959 
Redemption is to take place by the operation of a cumulative 
smkuig fund of } per cent per annum, commencmg m 1939 
and apphed by purchases for cancellation at or under par 

The Corporation reserved the power to issue further stock 
and other hke secunties either m one or several senes r anking 
fan fassu m pomt of charge with the stock now issued Smce 
most of the debenture capital had been already loaned, a 
second issue was made m 1930 of an additional £3,500,000 
debentures on the same terms as the previous issue The 
valuations of the properties compnsmg the secunty for the 
mortgage loans made up to 30th March, 1931, totalled 
some £10,000,000 , the amounts loaned on mortgage were some 
£7,000,000 on 2,350 mortgages, improvement loans were 
£19.000 

It would be mterestmg to learn to what extent the mort- 
gage corporation loans represented new borrowmg or merely 
loans transferred from the ordmaiy banks to this new institu- 
tion The Corporation paid i| per cent for the underwntmg 
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of the first issue This was a wise precaution, seeing that the 
imderwnters were called upon to take up about 85 per cent 
of their obligations They were soon able to dispose of them 
as the price quickly rose above parity They were in the rare 
position of pocketmg a double profit These debentures secured 
by first mortgages are essentially the same as mortgage bonds 
of the contmental type This machinery enables the Corpora- 
tion to tap some of the annual amount available for invest- 
ment in a manner to which the market is accustomed The 
secunty is bought widely by all seeking a gilt-edged security 
—whether powerful msurance companies or small investors 
The management of the Corporation is in the hands of nme 
leadmg bankers who are also shareholders ^ But their profit 
IS limited to a dividend of 5 per cent on their capital The 
borrower can arrange for his loan m the branch office of any 
of the large banks Apart from the 5 per cent to the mvestor 
m the debentures and to the shareholders, the scheme aims to 
give the farmer all the benefits possible 

The registration of mortgages m a Land Register has become 
compulsory m certam parts of the country since 1926. But 
whilst there exists a developed mortgage law, and ^e mort- 
gagee has rights of quick and cheap execution on default in 
payment, there is no Cadastre of the French type nor Grund- 
buch of the German type 

The development of real estate credit m the urban areas 
has been greatly mfluenced m the past by the fact that the 
ownership of large blocks of land m the centre of the chief 
towns of the country was m a few wealthy hands. In view of 
high taxation and the sale of estates this state of things is 
not likely to endure without considerable modification 
Generally, it is the smaller property owner who wishes to 
borrow on mortgage, and as the large urban holdmgs are split 
up this need is likely to grow One of the chief obstacles 
to the development of the mortgage bond as a means of 
financmg urban real estate credit was the prevalence of the 
landlord and lease system This, as we have seen, need not 
^ Except the Midland Bank amongst the large banks 
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have been the case In this fidd, also, it was too easily 
assumed that capital was available whether it was so or not 
This optimistic view proved fallaaous m respect to the task 
of providing working-dass and middle-class houses and other 
building works after the War The Government and local 
authorities had to provide some jf35, 000,000 during the period 
1924-1928 m subsidies Mumdpal banks, pubhc utihty soci- 
eties, insurance compames, trustee savmgs banks, co-operative 
housing societies, friendly societies, all had to divert their 
mterest and funds mto this hdd But easily by far the most 
important effect of the lack of capital for this purpose has been 
the great devdopment of the building soaety movement 

The Building Society^ is the nearest approach m this country 
to the contmental urban mortgage bank Although its opera- 
tions mterest a considerable body of large and small mvestors 
it IS, unlike most secunties, outside the sphere of the Stock Ex- 
change Building soaeties in the same way as the mortgage 
banks provide that, whilst milhons of capital are locked up, 
a stream is always flowmg, bnngmg m new mvestments and 
debouching repa3mients and mterest Like so many other 
movements of the lower classes, it has its ongm and early 
development m the North of England, but m recent years 
has become equally strong m the South and, mdeed, has been 
copied m a large number of other countries 

Early m 1929 there was something hke ^269,000,000 m- 
vested m the building soaeties of England and Wales, and m 
the course of one year the sums mounted up to somethmg 
over £340,000,000 In the year 1929 alone, when the deposits 
of the Enghsh jomt-stock banks dedmed by £38,000,000, and 
the total emissions of new capital m London fell off by 
£84,000,000, the advances made on new mortgages amounted 
to £70,000,000 This compares with £59,000,000 m 1928 and 
£52,000,000 m 1927 There are about 1,000 soaeties, of which 

1 The early development of building societies made the necessity 
for mortgage banks less urgent m this country On the Continent the 
mortgage banks came first and the building societies urere established 
later ^Birmingham claims to have estabhshed the first building society, 

X3— (2081) 
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forty are fairly large, 1 e with assets of more than ;^i,ooo,ooo 
It IS anticipated that an era of amalgamation is in store for 
these soaeties 

The f oUowmg table shows the progress made by three repre- 
sentative mstitutions — 




ooo’s omitted 



Halifax 1 

Abbey 

Road 

Leeds 

Due to shareholders (excluding 
interest) 

1927 

Z92S 

1929 

37.160 

44.517 

49.377 

7.042 

11.338 

16,885 

6.143 

7.015 

7.999 

Due to d^ositors (excluding 
interest) 

1927 

1928 

1929 

8,360 

7.949 

8,000 

767 

612 

1.185 

2.033 

2,676 

3.340 

Total mortgages outstanding 

1927 

1928 

1929 

38.763 

40.571 

44.783 

7.578 

10.897 

18,010 

7.853 

8,827 

10,626 

Total assets 

1927 

1928 

1929 

46.981 

54.155 

59.394 

8.252 

12.585 

19.167 

8.728 

10,174 

12,002 


^ For 1927 and 1928 the joint results are given of the Halifax Per- 
manent and the Hahf» Equitable, now merged m the Halifax Building 
Society, the biggest building some^ in the world 
See The Economist, 15th March and 22nd March, 1930 


There are m all some 2,000,000 shareholders, excludmg 
depositors The mdividual soaety borrows from the pubhc 
Its assets constitute the security Investment m bmldmg 
soaety shares is ideal for the small mvestor He obtains a 
5neld of, say, 5 per cent* net on shares, withdrawable at com- 
paratively short notice without loss, mcome tax bemg paid by 
the soaety usually at a "compounded” rate of is m the 
whilst he obtains only 2 \ per cent from the Post Office Savmgs 

^ In Z931 the buildmg sociebes have given notice that larger deposi- 
tors are to receive in future only 4}% free 
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Bank, and only £4 2S gd per cent from National Savings 
Certificates if he leaves his money nntonched for ten years 
It IS almost I per cent higher than can be obtamed from gilt- 
edged secunties The building soaeties aim at paying rates 
of mterest which are more stable than the general rates This 
well-secured mvestment mvolves no brokerage or taxation and 
carries no nsk of market depreciation It is therefore mcreas- 
mgly attractmg also the middle-class and comparatively 
wealthy investor, whose mterest is aroused m part by the 
effective advertisement of their facihties The average mvest- 
ment m a selected group of societies is £ 228 , but as has been 
suggested by the Committee on Mumapal Savings Banks, 
“In any savings bank four-fifths of the deposits are m one- 
fifth of the accounts ” Applying this law to building societies, 
a substantial number of mvestors own mvestments of more 
than £ 1,000 In 1929 there were more than 1,250,000 share 
mvestors and 395,000 depositors The borrowing members are 
mamly persons of moderate means Some 82 per cent of loans 
are m respect of mortgages on which not more than :^i,ooo 
was outstanding, the average debt m this group was £ 372 , 
whilst the average m the remaining 18 per cent was £1,844 ^ 

The society lends on the security of property, as a rule, on 
the houses of lower middle-class proprietors hving m the 
houses they desire to mortgage at about i per cent higher 
than it pays The makmg of advances on long term mort- 
gage IS a specialized busmess mvolvuig risks which cannot be 
entirely eliminated But the large building society enjoys 
advantages of admimstration, since uniform prmaples are 
applied to all applications for a loan It is able to employ 
the best abihty and its officers obtam the greatest experience 
It builds up a techmque and tradition Borrowers are care- 
fully chosen, the percentage advanced is restncted to 80 per 
cent of the value of the property and amortization is required, 

^ The London societies pay a higher rate of interest to shardiolders 
and to d^ositors and charge a higher rate to borrowers than the 
provincial organizations Some of the former also pa.y a commission 
of up to 1 % of tile principal of the mortgage for the introducion of 
business 
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SO that payment is completed, as a rule, m fifteen years More- 
over, the large range of small transactions gives a stabihty of 
nsks, resultmg from the different areas, occupations and cir- 
cumstances of their clients, which no mvestment trust com- 
pany could ever hope to obtam On the other hand, each 
mdividual borrower feels that he has special expert attention 
paid to his mdividual valuation and nsk In 1929, 635,000 
persons were in the process of bu5nng their houses by the aid 
of these societies 

The extremely low ratio of defaults is stnkmg It is even 
less than those on mortgage bonds The foUowmg table 
shows the proportion of mortgages foreclosed on upwards of 
twelve months m arrears, m proportion to the total outstand- 
ing for the three societies already mentioned — 



No of 
Mortgages 
Out- 
staadmg 

No in 
Possession 
or over 12 
Months in 
Arrears 

Aimount of 
Mortgages 
Out- 
standing 

In Possession or 
over 12 Months 
in Arrears 

Amount 

%of 

Whole 

Halifax 
Abbey Road 
Leeds 

118,560 

30,260 

23.030 

None 

None 

I 

44.783.000 

18.010.000 

10.626.000 

None 

None 

16 25 

H 


The Woolwich Society shows that arrears constitute 0 103 
per cent of the total Building societies have more than 
doubled their assets m the last six years They now absorb 
about one-tenth of the nation’s aimna l saving One-fiith of 
the population are living m houses obtamed with their aid 
It may be doubted whether they will be able to contmue 
to find for very many years equally safe new mortgage m- 
vestments — a problem which has begun to worry ilso the 
German mortgage banks If the normal demand for housing, 
the clearmg of slums, and the improvement of existing property 
do not give them suffiaent scope for their activities, will they 
turn their attention to providing industrial mortgages or to 
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mumcipal loans, or will they look to wider investment trust 
activities? 

It IS dear that m England large property owners do not 
enjoy the advantages of a mortgage bank whidi grants credits 
on the security of mdustnal property ^ The establidiment of 
the Bankers Industrial Development Company, which has the 
same rliairmaTi as the Bank of England, might consider, m 
the pursuit of its pohqr of finanaal assistance to mdustry, 
the desirability of exploitmg this device An mdustnal mort- 
gage bank on the Imes of those m Germany, Finland, and 
Hungary might be developed as a separate institution Or, 
agam, Ihe device could be adopted by the devdopment of a 
speaal department to our deposit banks They might borrow 
funds from the commumty for a defimte penod, five, ten, or 
twenty years at a fixed rate of mterest Bank bonds could be 
issued against these loans, and they would become a recog- 
nized Stock Exchange counter The banks with their ^eaal 
machmery of expert advice status information, and abihty 
to distribute their risks, could then lend with comparatively 
httle nsk 

Certamly, it would seem that there is a gap m the financial 
machmery of the country m the absence of a mortgage bank 
for real estate of greater value m the towns It is true that 
other machmery does exist But this part of their work is 
treated as subordinate and mdirectly, instead of enjojung the 
importance it ments for its own sake, and directly Nor is it 
dear that the existing institutions do actually give suffiaent 
credit for this purpose 

There is a considerable and growmg number of well-estab- 
lished compames mterested in mvestment m aty real estate 
They aim to bring the security of real estate and the attrac- 
tive rate of mterest obtamed thereby withm the reach of the 
average mvestor to whom these advantages would otherwise 
be unattamable The existence of several old-established con- 
cerns already managmg various properties on a more or less 

^ The view that existing facilities are adequate is strenuously divided 
by groups of business men 
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large scale seems to show that the busmess is a safe one, 
although newcomers occasionally do not reach the average 
standard ^ They are concerned largely m purchasing property 
and sub-lettmg parts as flats or offices or shops But this 
form of mvestment is not very commonly undertaken by com- 
panies m England, m part because mortgage loans are more 
readily available m small rather than m large amounts It is 
noteworthy that these secunties depreciated comparatively 
little durmg the recent Stock Exchange slump, and, mdeed, 
it was remarked that m the mdustnal share hst those secunties 
depreaated least whose major tangible assets were m the form 
of busmess premises Insurance compames, and occasionally 
trusts, frequently revert to mortgage secunties m preference 
even to gilt-edged stock for this reason Certainly, because of 
recent bad experiences with mvestments m other fields, bmld- 
mg societies have grown enormously m popularity The device 
of mortgage bonds is not employed, nor are there any mort- 
gage banks, but smular devices have been adopted and the 
same functions earned on under diflerent names 
Insurance compames are very ready to lend money on mort- 
gage to their pohcyholders, and m the post-war penod during 
the housmg shortage many people took out msurance pohcies 
in order to be able to borrow sufficient to build themselves a 
house ® But freeholders are rductant m this country to mort- 
gage their property m order to obtam capital for their busmess 
The sohcitors who have long had a vested mterest m this 
field have not been content to let the insurance compames 
and the buildmg societies and the real estate compames take 
the busmess from them Rather have they perfected their 
own organization to use these new institutions At the same 
time they keep as much of the busmess as they can for them- 
selves They have established a dearmg-house for sohators , 

^ The Westminster City Properties, Ltd , a company formed in 
1928, vnth a capital of ;^ 5 oo,ooo, was so badly managed that four of 
its directors were impdled to resign by the end of 1929 
3 The returns of insurance offices of the Board of Trade for X927, 
sho\%ed that British compames owned invested funds exceedmg 
000, 000, 000 It IS estimated that ;^375, 000.000 is invested overseas 
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in fact there are two, so that those having clients who wish to 
borrow on mortgage shall be put mto direct contact with those 
havmg chents who wish to lend on mortgage It is the large 
property owners who have the greatest difficulty m obtaining 
long penod loans on the basis of then security 

Foreign mortgage bonds are issued on the London market 
from time to time, and are generally taken up by the msur- 
ance companies and mvestment trusts There is no active 
market m them, and, mdeed, few stockbrokers could give 
much mformation about them There are actually quite a 
number which are traded m on the London Stock Exchange, 
but as they are listed under different heads, under Govern- 
mental, Industnal, and Banks, their special identity is ignored 
Had the Agricultural Mortgage Corporation assumed the 
name of a bank, and used the term mortgage bond mstead of 
debenture, it would probably have stimulated mterest m this 
type of security 

One of the functions of the contmental mortgage bank is, 
as a rule, the grant of communal loans against the issue of 
communal bonds or mortgage bonds A centralized bank hke 
the Cr^t Foncier de France is, as we have seen, able to 
achieve considerable economies m providing such loans for 
all the smaller mumcipahties and local authorities Compare 
this situation with that prevailing in England Amongst the 
municipal loans offered in London during March and April, 
1930, were the foUowmg— 


March 8th 
.. 17th 
.. 24th 

April 4th 

„ gth 
>. 9th 
I. 24th 


£1,650,000 
£1,500,000 
£2,500,000 
£ 500,000 

£1,000,000 
£1,000,000 
£ 800,000 


Southampton 5% Stock 1947-67 at 99 
Swansea 5% Stock 1945-55 at 99 

Bristol 5% Stock 1950-60 at 99! 

Bdfast and District Water Conumssions 
_ , 5% Stock 1950-60 at ggi 

Barnsley 5% stock 1950-60 at par 
Sunderland 5% Stock 1950-60 at par 
West Ham 5% Stock 1946-68 at 98^ 


£8,950,000 


These seven mumapal loans were offered at prices ranging 
from 98^ to ioo| per cent withm this limited penod Qearly 
there is expense and waste m seven separate issues of this kmd 
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The London County Council iBnances the metropohtan 
boroughs from its own borrowings, and charges them about 
i per cent to cover its expenses The local loans fund makes 
loans to municipal authorities through the issue of stock, 
and, although its activities are restncted m many ways, over 
£25,000,000 a year on an average are advanced through it 

It IS suggested that a central borrowmg authonty, makmg 
large issues at suitable tunes, and relendmg at cost plus 
administrative expenses to mdividual borrowers, would result 
m large economies to many local authorities Such an author- 
ity might take the form of a State-recognized institution for 
mumcipal credit, such as the Spanish Bank for local credits, 
or it might be formed by the municipalities on a co-operative 
basis The “Liberal Industnal Inquiry*' recommended that 
a Board of National Investments should take over the func- 
tions of the National Debt Commissioners and of the Pubhc 
Works Loan Board, and it should be authorized to issue 
national investment bonds havmg a Government guarantee 
It advocates that new capital expenditure by all central, local, 
and ad hoc official bodies should be financed out of this pool 
This proposal differs from the others only m the nature of the 
security offered for the loans 

The consohdation of all loans raised by a local authority 
into one fund has been a feature of the financial organization 
of certam Bntish municipalities for many years The proposals 
would tend to consohdate the loans of a number of local 
authonties 

The Cr6dit Foncier acts m addition as the Central Mortgage 
Bank for the French Empire A project has been outlmed for 
establishing an Impenal Mortgage Bank for the Bntish 
Empire 

This survey shows that m the absence of special machmery 
for lendmg on the secunty of first mortgages, such as exists 
on the Contment m the mortgage bank operatmg through the 
mortgage bond, a senes of speaal ad hoc institutions have been 
developed Smee the War the foundmg of the Agncultural 
Mortgage Corporation and the great extension m the activities 
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of the building soaeties have done much to fill the gap, but 
there are still lacunae and consequent complaints ^ The build- 
ing soaeties might use its surplus funds to fill them 

1 Bnhsh building contractors complain of the lac^ of facilities for 
long time loans for constructional work Ih^ argue that whilst 
Bnti^ bankers rarely lend on any but a pure banking basis, Rench, 
German, and American banks support engineenng projects with both 
" finance and diplomacy " They are considenng the possibihty of a 
solution along the lines of establishing purely " trade and insurance 
banks " in order to be able to obtam builders’ mortgage loans 
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NOTES ON VARIOUS COUNTRIES 

The Scandinavian countnes have comprehensive systems of 
mortgage banks grantmg loans on both agncultural and urban 
real estate While the banks of Norway and Denmark work 
on a competitive basis both in bond issue and m loans, Sweden, 
as we have seen, has developed the centralized issumg type of 
institute The bonds enjoy the advantages of the sound credit 
conditions of these countnes, so that they can borrow in their 
own markets as well as abroad at very low rates The State 
has taken an active part m the development of these banks 

Denmark. 

The Danish Mortgage Bank System is charactenzed by the 
great importance of the co-operative organizations The land 
credit associations, estabhshed shortly after the law which 
governs them was enacted m 1850, are patterned after the new 
German Landschaften Some of the associations differ from 
the German type m so far as they grant long term loans 
secured by first mortgages not only on rural but also on aty 
real estate, others are restricted to urban or rural credit 
exclusively In one mstance long term mortgage credit on 
mdustnal property is given Loans up to one-third of the 
value may be granted without amortization, the limit for 
amortization loans is three-fifths of the appraised value The 
bonds issued are free from stamp duties, and constitute a legal 
mvestment for trustees’ funds The bonds of the Credit 
Assoaation of Landlords m Copenhagen and its surroundings, 
and of the Credit Assoaation of Proprietors of STwall Landed 
Estate m Jutland and the Islands of Denmark, are quoted on 
foragn markets 

A speaal feature of the Danish organization is the issue of 
bonds agamst second mortgages by land aedit assoaations 
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In Spite of certain legal privileges granted them they are not 
favourably regarded by the market 

In 1906 the Mortgage Bank of the Kmgdom of Denmark 
was founded to act as a central agency for Danish real estate 
mortgage institutions which grant credits to real estate owners 
and pubhc bodies The Bank purchases certain specified bonds 
and, m turn, issues its own against them as security on the 
home market or abroad They are guaranteed by the Govern- 
ment, and are eligible for trustee funds The entire capital 
stock, amounting to Kr 20,000,000, is owned by the Govern- 
ment, which takes part m the administration of and super- 
vises the Bank It is estimated that m the rural communes 
debts amount to one-half of the value of the land 

Norway. 

Norway has a competitive regulated mortgage credit system 
m which the co-operative prmaple has considerable scope 
The Government has taken a very active part m the develop- 
ment of mortgage banks 

The Ro3ral Norwegian Mortgage Bank was estabhshed in 
1852 The Government, which supervises the bank, furmshed 
Kr 40,000,000 of the total foundation capital of Kr 57,000,000 
The Bank grants loans up to 60 per cent on rural, and up to 
40 to 50 per cent of the appraised value on unproved city, real 
estate No loans are granted on plants or buildmgs which are 
not insured The Bank may also grant credits against bonds 
issued by certain mortgage associations It may issue bonds 
to an amount equal to eight times the foundation capital, 
these bonds are guaranteed by the Government, and are a 
legal mvestment for trustee funds In 1927, the total of loans 
granted was Kr 400,000,000, the total of loans outstanding 
bemg Kr 440,000,000 

The Agricultural Properties Bank was established m 1903, 
with a capital of Kr 5,000,000 contnbuted by the Government 
with the purpose of financmg labourers’ holdmgs and dwell- 
mgs by long term amortization loans The total of bonds in 
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arculation must not exceed six times the capital stock These 
bonds are guaranteed by the Government 

The private mortgage banks and co-operative associations 
which issue then bonds on the home market are chiefly con- 
cerned m financmg agnculture But loans may also be granted 
by co-operative associations on mdustnal plants up to 50 
per cent of the value of the property 

Sweden. 

In Swed^ a legal monopoly has been granted to the 
Impenal Swedish Mortgage Bank for the issue of bonds on 
agncultural land, whilst the Swedish Urban Mortgage Institu- 
tion has a vntual monopoly m the issue of bonds on urban 
real estate The land credit organization is on a decentra- 
lized basis Ten provmcial co-operative mortgage mstitutions 
give credit, which they borrow from a central institute, on 
first mortgages on cultivated agncultural land, while aty real 
estate is financed by special local mortgage banks whidi obtam 
credit, as a rule, from another central mstitute 

The strong competition of the landowners' assoaations when 
issumg their bonds on the market led, m 1861, to the founda- 
tion of the Impenal Swedish Mortgage Bank, whose activities 
are now regulated by the Act of 1890 The Bank was endowed 
ivith the exclusive monopoly of issumg bonds secured by agn- 
cultural real estate The object aimed at was the issue of a 
unified marketable bond The Bank has no share capital, 
the Government subsidy of Kr 30,000,000 5 per cent Govern- 
ment bonds is used as a reserve fund Very few restnctions are 
imposed m regard to the granting of loans, there is no fixed 
relation between the fund and the amount of bonds issued 
The Bank grants loans to the distnct associations which act 
as mtermedianes and, m turn, hands over to the central insti- 
tution the mortgages of their members equal to the amount 
of the loan they receive The credit granted by the associa- 
tions must not amount to more than half the value of the 
land servmg as security m the case of amortization loans, and 
m the case of loans without provision for amortization to 
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not more than one-third The pnce at which the Central 
Bank obtains capital on the market is charged to the associa- 
tions with a small addition for admimstratiye expenses and a 
reserve fund All profits are used for reducmg the diarges of 
the borrowers or are placed m the reserve, which will enable an 
ultimate lowering of the mterest rate The total of loans ad- 
vanced by 1925 amoimted to about a thousand million kroner, 
of whidi about two-thirds had been repaid or amortized The 
reserve of the central mstitute need not be large because of 
the security of its bonds which have not merdy Ihe mort- 
gages as cover, but also the ]omt habihty of the credit assoaa- 
tions and their members up to the amount of loans out- 
standing These well-secured bonds, issued m large numbers 
to satisfy the reqmrements of the associations, came early on to 
the foreign markets Rural mortgage mdebtedness is between 
40 and 50 per cent of the rated value 

Besides the Empire Mortgage Bank and its associated rural 
mortgage societies, there have been estabhshed mortgage banks 
organized as private jomt-stock compames for IftTiHing on 
urban property, the earhest of which dates from 1865 An 
attempt made to organize the Impenal Mortgage Bank at its 
foundation to enable it to grant also urban credits failed be- 
cause the conditions of town property were not then regarded 
as suf&aently stable In 1909, however, the local town 
associations, assisted by the Government to the amount of 
Kr 50iOoo,ooo m Government bonds as a guarantee fund, 
succeeded m organizing the Swedish Town Mortgage Institu- 
tion, which centrahzes the bond issue for them and enables 
them to obtam cheap rates This central bank of issue for 
urban real estate credit has not an absolute monopoly, and is 

bound by stncter regulations than theagncultural bank Itmay 

issue bonds only up to ten times the reserve funds, and grant 
loans without provision for amortization up to 37 per cent of 
the value of the property, and amortization loans up to 50 to 
60 per cent Borrowers received their loans m the form of the 
bonds of the Town Mortgage Bank 

Both agncultural and aty real estate banks, with the 
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exception of the Mortgage Security Company of Stockholmi 
conductmg a general bankmg busmess m addition to the busi- 
ness of mortgage loans, belong to the type of pure mortgage 
banks, and m organization and busmess activities axe very 
much like the German mortgage banks 

From being a borrowmg country previous to the War, 
Sweden has smce become a lendmg country and can, there- 
ore, easily absorb her own new mortgage bond issues But, 
in fact, the Imperial Mortgage Bank and the Town Mortgage 
Bank being semi-State institutions and bemg State-aided, 
they have placed some of their bond issues m France and 
Sivitzerland on very favourable terms There has been no 
special need for an industrial mortgage bank smce the Swedish 
banks finance mdustry perhaps more than any other country 
in the world Besides tabng a direct mterest in mdustry, the 
Swedish banks hke the Amencan trust companies, “the de- 
partment stores of finance,” perform bankmg, fiduaary, 
agency, and investment functions ^ 

Holland. 

Dutch mortgage banking, like its general bankmg, is char- 
acterized by the large number of small ]omt-stock mstitutes, 
and by the fact that the issue and busmess of mortgage bonds 
IS left without any special restnction or State control Com- 
panies engage m this busmess without obtainmg the stimulus 
of a State subsidy on the one hand, nor are they limited by 
regulations on the other 

Mortgage banks financing their loans through the issue of 
mortgage bonds began to grow up about i860, and there are 
to-day some sixty institutes, most of which are very small 
They generally provide five to ten year loans on aty real 
estate, although they occasionally provide also loans for longer 
penods which have the usual amortization features Agncul- 
tural credit is financed chiefly by agncultural co-operative 
institutes not issumg bonds Only two banks have specialized 


^ Foreign Banking Systems, p 1035 
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m this business, the Boerenhypothekenbank and the Nord- 
hollandsdie Groundcredit The hfe insurance companies and 
savmgs banks also provide rural and urban credits 
Bonds issued by the mortgage banks differ from German and 
French bonds by the lack of the additional security resultmg 
from special legislation and Government supervision But the 
banks themselves after a crisis m 1905-1906, which resulted 
from the abuse of the power of free issue by some of them, 
voluntarily hmited the amount of bonds m proportion to their 
capital and reserves Moreover, the Postal Savmgs Bank has 
become one of the largest purchasers of this form of security, 
and IS m a position both to judge the ments of the pohcy 
pursued by the banks and to give a lead to other purchasers 
It restricts its purchases to the bonds of banks which have 
been established at least ten years, have a TmTinrinTiri bond 
issue of Gulden 10,000,000, as well as a certam minimum 
reserve The formal differences between them and the German 
and French bonds are, therefore, greater than their real dis- 
tmction But the short penod of the loans, the lack of the 
safeguards granted by the regulated systems, and the competi- 
tion for available capital, makes the mterest asked for bond 
capital high Dutch bonds lack marketabihty, both because of 
their characteristics and theu: hmited issue To make t heir 
bonds more attractive certam banks offer extra mducements, 
such as a nght to partiapate m the annual profits of the bank 
The subscribed capital of the pnnapal Home Mortgage Banks 
is about FI 80,000,000, of which 16 per cent has been paid up 
Their surplus funds were double this amount The total of 
bonds outstandmg is about mne times the subscnbed capital 
Dutch capital has been very mterested m finanrang foreign 
real estate The reputation of Amsterdam as the central Stock 
Exchange for mortgage bonds is due to its mterest m all the 
leadmg central European issues, and to the considerable num- 
ber of Dutch Colomal and Dutch foreign mortgage banks ^ 


^ A E Dmes. in Foreign Investments, over-emphasizes the impor- 
tance of Aii^erdam as a market for mortgage bonds, because, in smte 
Of the long list of securities of this type, dealings are not very frequent 
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In 1883 the Nederlandsche Amencan Mortgage Bank was 
formed with the purpose of grantmg loans on U.SA and 
Canadian real estate Other compames, like the Dutdi South 
Afncan and the Dutch Hunganan Bank with similar purposes , 
were started, but these were not very successful, so that no 
considerable expansion on these hnes is to be anticipated 
Like the Dutch, the French, Belgian, and English oversea 
mortgage banks, they have frequently been made subservient 
to or have grown out of traffic and other interests, e g the 
Canadian Paahe Railway was partly mstrumental m founding 
the Rotterdam Canadian Mortgage Bank Corporation to pro- 
vide capital for those occupymg land contiguous to the railway 
line There are some twenty-seven of these banks The ri&k 
of busmess abroad bemg higher, then mortgage bonds must 
pay higher than those based on home mortgages Their 
capital bears a higher proportion to their bonds than the 
home mortgage banks They are duefly mterested in grantmg 
agncultural credits 

A note might conveniently be added here on ship mortgage 
banks which have developed m Holland, Belgium, France, and 
Germany They lend money on mortgages upon ships Be- 
cause of the nsk the relation of capital to bonds issued must be 
relatively high Loans are granted both on sea-gomg and 
nver-farmg vessds Ship mortgage banks finance their loans 
by the issue of bonds agamst mortgages The credit they 
provide and their method of raising the necessary funds for 
it has, in common with that of the mortgage bank, the fea- 
tures of comparatively long term amortization and the credi- 
tor’s speaal rights to enforce his claims But the security on 
which loans are based is different m so far as a ship is a mobile 
asset and not real estate Smee the introduction of mdustnal 
mortgage banks which m part also cover their loans by mobile 
assets, this distmction has become less defimte The same 
objections which are brought agamst mdustnal plants and 
machmery as bases for the issue of bonds apply more strongly 
m the case of ships’ mortgages, because of the msecunty owing 
to changes and rapid decreases m value, the absence of a 
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proper distribution of nsks, and to the matenal difficulty of 
enforcing claims 

Belgium. 

As m Holland and France, there are m Belgium a number of 
overseas mortgage banks granting loans, financed through 
bonds, exclusively m foreign countries 

In Belgium itself mortgage bonds do not play an important 
part m the finanring of real estate credit Rural credits are 
supphed by the Agricultural Comptons and the Co-operative 
Bahks There are banks financing urban property which 
obtain the necessary funds for then long term loans by the 
issue of bonds, but many of the mortgage compames and mixed 
banks dealing m mortgages raise the capital for then loans 
from short term deposits 

Switzerland. 

Swiss mortgage banks used to finance then loans m part 
by the issue of short term debentures falling due at the end 
of four to six years 

Even prior to the War the many objections to this sj^tem 
of financing long term credits by short term money was the 
subject of much discussion, and various suggestions were put 
forward for the issue of long tune mortgage bonds The dis- 
advantages became more evident durmg the War and m 
post-war years owing to the nse m the rate of mterest These 
had to be paid on the renewal of debentures, whilst the rates 
on long term loans could only be mcreased with difficulty 
and with a good deal of friction as they matured Steps 
were finally taken to provide more adequate faahties for 
financmg mortgage credit, and an Act providmg for the issue 
of mortgage bonds was passed by Parliament m 1930 

Because of the objection of the State-owned Cantonal Banks, 
which were largely engaged m facihtatmg land credits, against 
one central institute on the ground that they would obtam 
and grant cheaper credit because of the State guarantee behmd 

14— (ao8x) 
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them, two central mstitutes are gomg to be established for 
issuin g bonds, one for pubhc and anoiher for private bonds 

Their organizations follow the Swedi^ model The central 
institutes take the form of a private ]omt-stock company, each 
with an mitial capital of 5,000,000 Swiss francs They may 
issue mortgage bonds up to an amount equal to twenty times 
their share capital, and place the funds so obtamed at the 
disposal of their member banks, who, m their turn, cover their 
debts by first mortgages These may be granted on urban and 
rural estate generally to the amount of two-thirds of the 
appraised value Credits will be given to a smaller extent on 
unimproved real estate and on mdustnal plants, etc Their 
busmess is to be conducted only withm the boundaries of the 
country as is the case m Germany The bonds will run from 
fifteen to forty years, but may be withdrawn at the option 
of the issumg bank at the end of ten years upon three months’ 
notice The appomtment of a speaal mortgage bond inspec- 
tor, and detailed provisions for the pubhcation of balance 
sheets, show that State supervision is to be stnct The decision 
whether these bonds may be regarded as mvestments for trust 
funds IS left with the Cantons 

The mtroduction of these new mstitutes at a tune when 
long and ^ort penod rates are both low demonstrates that 
their primary function is to improve the organization of the 
banking system Smce 1911 the mortgage debt on agncul- 
ture has been estimated to remam between three and four 
thousand imUion francs 

Italy. 

Mortgage loans on agricultural and urban real estate are 
granted by mortgage banks and by savings banks which have 
special mortgage dqiartments The Monte del Paschi of 
Siena and the Casa di San Giorgio of Turm, which are well- 
known savings banks, mvest considerably m mortgage 
loans 

The most important of the land credit banks is the Institute 
Itahano di Credito Fondiario, a jomt-stock company with a 
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capital of Lire 100,000,000 It may make loans on mort- 
gages throughout the country The Mortgage Bank of the 
Venetian Frovmces has issued dollar bonds to the amount of 
$5,000,000, which giye a 3ueld well over 7 per cent The bank 
has a capital of $3,000,000 It grants loans on urban and 
agncultural real estate up to 30 per cent of the appraised 
value, and loans to public bodies The bonds m circulation 
may not exceed fifteen times the capital funds They are 
additionally guaranteed by the liabihty of the member banks 
The present yield on mortgage bonds is about 7^ per cent 
There are about half a dozen large banks of this type There 
are also banks with a limited sphere of action which possess 
at least a capital of Lire 2,000,000, and work m distncts where 
no local credit banks exist Credit associations of landowners 
owmng real estate valued at not less than Lire 5,000,000 are 
also recognized 

The land credit banks grant first mortgage loans on real 
estate up to one-half of the estimated value, which are repay- 
able by amortization They issue bonds for a face value eqm- 
valent to the capital amount loaned The banks undertake to 
place the bonds given to the borrowers or open a credit on 
current account m favour of the borrower Although issued at 
a low rate they are sold at the best price obtainable m the 
market Loans must not exceed 50 per cent of the appraised 
value of the property, which 3uelds a sure and contmuous 
mcome over the whole penod of the loan amounting to more 
than the aimmties due to the creditor 

The land credit contract m Italy has many of the French 
features Default on even one instalment closes the trans- 
action and entitles the bank to claim forthwith payment m 
full When the bank distrains to recover payment it can have 
recourse to the same summary procedure used by the Govern- 
ment for taxes It may use this method even against the 
property of provmces and mumcipahties The bank may also 
ask the Court for possession If granted, it may administer 
and pay amortization annmties, and under certam circum- 
stances sell the property and repay itself An unusual form of 
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guarantee for credits is frequently found A person ivishmg to 
build a house can borrow money on the secunty of the ground 
floor for the costs of constructing the flrst floor The ground 
and first floor are then accepted as a guarantee for the second 
floor, and so on> 

The Mimstry of National Economy supervises the land 
credit banks It sees that they confine themselves to the busi- 
ness authorized by law, that the due ratio between cash mort- 
gage loans and paid-up capital is observed, that the certificates 
issued correspond to the loans made, etc The banks must 
transmit the decisions of their boards, which can be vetoed 
by ministenal decree The Mimster can order an inspection 
to be made at any time 

Border and Succession States. 

After the penod of monetary stabilization the credit situa- 
tion m these countries has shown broadly the same features 
scaraty of money and capital, heavy taxes, unfavourable 
conditions for agriculture both m the home market and abroad, 
agrarian reform, resulting m the mcrease of the number of 
peasant holders, and the demand for agricultural and urban 
real estate credit, which the home market cannot satisfy The 
pohcy pursued is arnied at encouragmg the issue of foreign 
loans 

Finland. 

There exists m Finland a comprehensive system of old- 
established mortgage banks, both co-operative assoaations 
and private jomt-stock companies specially mterested m the 
financmg of rural real estate ^ After the stabilization measures 
were adopted, a senes of new mortgage banks was established 
under Government supervision m order to meet the demand 
for long term capital 

The Industnal Mortgage Bank of Finland was organized 

1 Of the pre-war banks, the bonds of the Nordische Vereinsbank 
and the H]^otheken Verein, Finland, have been quoted widely on the 
Continental market 
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in 1924 It grants loans to industrial companies on first 
mortgages on their plants, timber land, and hydro-electncal 
mstallations up to 50 per cent of the value of the property The 
mortgages are supervised by and left m trust with the Govern- 
ment bank inspection department 'While the Industnal 
Mortgage Bank functions as a private 3omt-stock company, 
the Mumapal Mortgage Bank, established under special legisla- 
tion m 1927, works on the co-operative basis The Govern- 
ment contnbuted a guarantee capital of F M 100,000,000 m 
the form of 5 per cent Government bonds to the latter It 
appomts three of the seven directors Loans are granted to 
their members up to 55 per cent on urban house property, 
and they are jomtly liable up to the amount of the difference 
of the loan outstanding and the value of the mortgaged 
property The Government fond can be used only to meet the 
habihties of the bank after the members’ habihty has been 
eidiausted Considering the newness of the country, the 
Finnish bonds of these two banks have been well received on 
the U S A and other foreign markets 

If the remainmg Baltic States have not yet developed as 
well they are, none the less, all endowed with agricultural 
wealth The conditions prevailing with reqiect to mortgage 
bonds m Finland are also diaractenstic of conditions m 
Esthonia, Latvia, and Lithuania 

Esthonia. 

In order to provide the country with the necessary lon g 
term real estate credit a National Mortgage Bank was 
estabhshed by special law m 1928 The capital was fixed at 
E Cr 200,000,000 Credits are granted on first mortgages up 
to 40 per cent of the value of agncultural land, and up to 
60 per cent for the construction of dwellings or other buildmgs, 
providing a regular source of mcome The loans are granted 
m the form of mortgage bonds at an average interest of 6 
per cent for a period of thirteen to fifty-five years, the yearly 
amortization payment varymg accordmgly No issues have 
been made abroad 
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The co-operative credit associations (Landschaften) which, 
previous to the War, provided agnculture with credits 
(Rmk 5,000,000 of their bonds were issued on the Berlin 
Stock Exchange by Messrs Mendelssohn), fell into hquida- 
tion as a result of post-war pohtical and economic malaise 

The Agricultural Bank also grants long term mortgage 
credits The total of loans mvested m agnculture is 
E Cr 85,000,000, of which E Cr 51,000,000 was borrowed 
from the State The total value of agncultural capital is over 
Cr 1,000,000,000, of which four-fifths is mvested m land, 
houses, buildings, etc 

Latvia. 

The mortgage bank system is still m its mfancy m Latvia 
With a view to meetmg the demand for long term real estate 
jnedit, the Government estabh^ed m 1922 the State Land 
Bank for agncultural credit, and m 1924 the State Mortgage 
Bank was specially designed for urban building requirements 
Both banks grant long and short term loans, and issue bonds 
agamst the property mortgaged, which are guaranteed by the 
State The long term mortgage mdebtedness of the farmers 
of Latvia amounts to about 190 milhons of lats 

The State Mortgage Bank grants long term loans from thir- 
teen to forty-one years on the secunty of mortgages These 
loans are below three-quarters of the taxable capaaty of the 
estates The rate of mterest is between 5 and 8 per cent, but 
m view of the agncultural cnsis has been lessened to 5 per 
cent Special classes of farmers — those m war areas and those 
workmg on Government estates — also obtam loans at reduced 
rates Long term credits are given m the form of bonds which 
the bank itself sells , mortgages are registered m a Grundbuch 
The supply of mortgage credits will remam insufficient as long 
as the banks do not attract foreign capital 

Austria. 

The organization of mortgage credit m Austria is very 
simple as compared with that of Germany Seven provmaal 
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institutions granting long term real estate loans and com- 
munal loans are run on non-profit-making fines Credits are 
granted chiefiy to the o\mers of small- and medium-sized 
agricultural property as wdl as to public bodies Besides 
grantmg long term credits, these mstitutions give also short 
term loans, the funds of which are obtamed £rom savmgs 
deposits The long term credits are financed by the issue of 
mortgage bonds and communal bonds respectively. These 
bonds guaranteed by the provmces m which the banks operate 
are trustee mvestments The public banks, as a result of the 
conditions governing their issue, have been able to ensure a 
comparatively good pnce for their bonds, eg the Upper 
Austrian Provmdal Mortgage Institution issued loans quoted 
on the Viennese Stock ^change at the foUowmg rate — 

1923-1924 at 8% 

1926-1927 at 8% 

1928- at 

In 1928 the total of mortgage and communal bonds issued in 
the country amounted to Austrian Schillings 216,000,000, of 
which Schillings 180,000,000 (83 per cent) were issued by these 
seven banks Farm mdebtedness is markedly on the increase, 
evidence of mcreased production 

The pnvate mortgage banks are mixed banks, havmg a 
department for real estate credit which is subject to special 
State supervision There was, however, after the War, only one 
bank of this type of real importance^the Oesterreichische 
Bodenkreditanstal, which granted urban and rural Inang 
secured by first mortgages But this was amalgamated with 
the Kreditanstalt m 1929 The right of issumg mortgage bonds 
passes to the new bank 

Besides the institutions already mentioned, certain mort- 
gage bond institutes which are attached to savmgs banks are 
endowed with the nght of issumg bonds, but no such power 
has been used smce 1918 The comparatively small amount of 
bonds issued in Austna smce 1918 may be eiqilamed m part 
by the fact that urban real estate credit has been ma de prac- 
tically impossible by the legislation relative to dwellings and 
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to apartment houses, and m part to the general unpovensh- 
ment and lack of confidence m the future resulting from the 
Treaty of Tnanon 

Czechoslovakia. 

There are four mortgage banks m Czechoslovakia grantmg 
long term agncultural loans They work under State super- 
vision, and their bonds are guaranteed by the State m which 
they operate They are the Landesbank of Bohrama, the 
Moravian Mortgage and Agncultural Bank, the Mortgage Bank 
of Bohemia, and the Silesian Land and Communal Credit 
Institutions The scope of their busmess is very like the Ger- 
man mortgage banks There was m circulation m 1928 a total 
of Cz Kronen 3,500,000 bonds and debentures issued by these 
banks, ranging m mterest from 3I to 6 per cent No issues 
have been made abroad In Slovakia and Ruthema agncul- 
tural mortgage credits are granted by savings banks and 
co-operative societies which do not issue bonds 

Urban mortgage bonds are issued by a number of banks on 
the home market 

Hungary. 

Hungary has a well-developed mortgage credit system work- 
ing on German Imes Co-operative associations, jomt-stock 
banks, and savmgs banks of aU kmds are mterested m the 
financmg of real estate The Hunganan Land Mortgage Bank, 
estabhshed m 1863, and reorganized m 1924, is a co-operative 
association operatmg under Government supervision and en- 
dowed with special privileges as to its taxation status The 
Bank grants long term amortization loans on agncultural real 
estate up to 50 per cent of the value of the property, and 
communal loans The bonds issued against the mortgages are 
secured additionally by the capital of the Bank, Pengo 
1,500,000, and by the jomt and unlimited habihty of the 
members, the latter mduding the holders of founders' shares 
as well as ordmary members They are recognized as trustee 
mvestments In 1926 the Bank placed on the market a speaal 
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issue of 7I per cent mortgage bonds m dollars and pounds, 
mtended for sale m New York and I^ndon and endowed with 
special additional securities The total amount of bonds 
issued may not exceed $25,000,000 as long as bonds of these 
speaal senes are outstandmg 

The status of the Farmers’ National Mortgage Institute, 
established m 1879 with a Government subsidy, is practically 
the same as that of the older mstitute The State owns about 
90 per cent of the share capital of $1,500,000, the busmess is 
confined to grantmg rural mortgage credits A number of 
7 per cent dollar bonds to the total value of $5,000,000 were 
issued m 1928 Seven per cent bonds m the same currency, to 
the total value of $3,500,000, were issued m 1927 by the 
Hunganan Mutual Credit Institution This institution, estab- 
lished m 1898 and subsidized by the State, is the central 
association of the Hunganan Agncultural Associations, all of 
which must be members The bonds issued against first mort- 
gages on agncultural land up to 30 per cent of the value are 
additionally secured by the ]omt habihty of the members, 
who are liable to the extent of five times their participation 
m the share capital of the association The share capital con- 
sists of Pengo 1,000,000, owned by the members, and Fengo 
14,000,000, owned by the State 

Of the large number of Hunganan mortgage banks spe- 
ciahzmg m communal loans, most of which are quoted m 
Amsterdam, the Central Savings Bank alone has placed a 
small amount of sterling bonds on the London market The 
Hunganan General Savmgs Bank, founded m 1881, cames on 
all kmds of banking busmess, and mstituted a mortgage 
departmmt m 1903 It has the enviable eiqienence of not 
havmg suffered any ultimate loss m connection with any loan, 
as well as of an unbroken dividraid record of forty-eight years 
At the end of 1929 the Bank's mortgage loans amounted to 
over 3^1,500,000 Half of this amount has been raised m the 
last two years m the form of 7I per cent Sterling Mortgage 
Bonds 

As m other countnes with a great need for foreign capital. 



206 


THE MORTGAGE BANK 


a mortgage bank specially designed for financmg industry has 
been established m Hungary The National Hungarian Mort< 
gage Institute, founded in 1928 \nth a capital of Pengo 
10,000,000, 80 per cent of which is owned by the Government 
and 20 per cent by the National Umon of Manufacturers, is 
based on a special law It issues bonds secured by mortgagees 
of jomt-stock compames and co-operative assoaations carry- 
mg on mdustnal enterpnses Not only land and immovable 
assets, but also plants, machmery, stock, book debts, and 
other current assets can be mortgaged The Bank has placed 
m the market an issue of 7 per cent dollar bonds to the total 
value of $5,000,000, for which a speaal reserve fund is set 
aside The bonds, hke those issued by the banks doing the 
more usual mortgage busmess, are legal mvestments for trustee 
funds 

Precisely because of her long experience, Hungary has come 
to realize the advantage which may be expected from formmg 
a central institute for the issue of mortgage bonds The 
co-operation of all the mortgage mstitutes is bemg sought for 
a common scheme for placmg bonds 

Poland. 

Poland inherited three different systems of mortgage credit 
orgamzation The parts belongmg previously to Austna, Ger- 
many, and Russia developed the same mortgage credit 
organization as the respective countries to which they were 
related The co-operative land credit organizations have been 
m existence smce the latter part of the eighteenth century 
m Prussian Poland, and they were completed by mortgage 
banks and savmgs mstitutions m Austna and Russia These 
systems have contmued m operation after the War But only 
after 1926 did a revival of activities take place, when domestic 
capital accumulated slowly and a small amount of agncul- 
tural mortgage bonds were placed abroad In spite of the 
renewed activities of the Landschaften and the pnvate jomt- 
stock banks after the stabilization, and the credit facihties pro- 
vided by the State Agncultural Bank, a proper development 
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of the long term land credit bnsmess will depend prm- 
cipally on the possibihty of issuing bonds favourably on foreign 
markets The State Agncultural Bank, established m 1921, 
and remoddled m 1924, was founded in order to grant loans 
for the purpose of colonization, development of agriculture, 
and the admmistration of certam Government funds The 
Bank obtains its working capital partly from its share capital, 
amountmg to Zloty 25,000,000, and partly through the endow- 
ment of State Treasury deposits of all kmds and the issue of 
bonds The latter are secured by first mortgages on agricul- 
tural land up to 25 per cent of the appraised value, the ]omt 
and several habihty of the mortgagees and the guarantee of 
the State The co-operative soaeties lend to farmers at a rate 
up to II per cent 

In the latter part of 1927 the Bank placed on the market a 
speaal issue of 7 per cent communal debentures m dollars, 
which were mainly mtended for sale abroad, and a number 
of 7 per cent mortgage bonds to the total value of £200,000 
was offered pnvatdy m London dunng 1928 There are also 
some 7^ per cent and 8 per cent bonds, expressed m foreign 
currency It is mtended to estabhsh a central mortgage bond 
bank with the help of mtemational capital 

Rumania. 

The distncts of Rumania which formerly belonged to Austna 
and Hungary had a highly-developed mortgage credit system 
workmg on the same hnes as those of the countnes to which 
they belonged Dunng the mflation penod after the War these 
banks broke down, and either went mto hquidation or were 
transformed into ordmary credit banks Local mortgage banks 
and the farmers’ credit banks were formed smce “ie War to 
meet the credit requirements of large and medium-sized land- 
o^vners by short term mortgage loans Two land banks, estab- 
lished as co-operative associations m 1923 and 1927 respec- 
tively for financing mtermediate loans by the issue of bonds 
on the home market, are unable to meet the requirements for 
long term credit because of their lack of capital 



208 


THE MORTGAGE BANK 


In 1929 the Rumanian Government deaded upon the estab- 
lishment of an Agricultural Mortgage Bank The capital of 
;^5oo,ooo was to be provided by a group of foreign banks under 
the leadership of the Banque de Fans et des Fays Bas, the 
Disconto Gesellschaft, and Messrs Schroeders, London The 
latter finally withdrew from the transaction The promoters 
were to facditate the placmg of bonds on the foreign financial 
markets One senous obstacle to such a loan results from the 
fact that no unified national mortgage bond legislation apphes 
as yet over the whole country 

In 1929 a law was passed mtroducmg the legal instrument 
of the Grundschuld and the Bnefhypothek of the German 
system. In 1930 the Institute for Frovisional Mortgage Credit 
^vas created with a capital of Lei 100^000,000 with the object 
of converting short term loans at high rates mto long term 
loans at low rates It grants credits to the rural mortgage 
associations for a penod of ten to thirty years Long penod 
mortgage bonds are issued only by the Rural Mortgage Credit 
Company Frevious to the war they were quoted at a premium 
m a number of foreign exchanges To-day they are quoted 
onlv at home 

Yugoslavia. 

The agranan reforms earned out m Yugoslavia transformed 
the peasants mto landowners This created the necessity for 
long term agncultural credit, but no comprehensive system of 
credits existed The legal basis of mortgages varies m the 
different provmces But it is all to be founded m future on 
the Austnan law The areas of the country not belongmg 
previously to Austna-Hungary are having a cadastral survey 
completed The established land banks could not cope with 
the situation, and this necessitated the payment by fanners of 
exorbitant rates of mterest The only large organizations for 
long term mortgage loans was the State Mortgage Bank, which 
extended its activity over the whole of Yugoslavia m 1922 
The State Mortgage Bank was established as early as 1862, 
and became m 1898 a central mortgage bank, workmg under 
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Government supervision, but m fact its scope was restncted 
This bank grants loans on agricultural and urban real estate, 
secured by first mortgages up to 50 per cent of the appraised 
value , m practice these loans do not exceed 33 They 

are made to the Government or to other pohtical bodies, and 
are secured either by mortgages or by the pledge of revenues 
or taxes The Bank issues mortgage bonds agamst its mort- 
gage loans, and communal bonds agamst the credits granted 
to pubhc bodies They are guaranteed by the State and are 
trustee mvestments In 1928 the capital of the bank amounted 
to Dinars 70,000,000, the pubhc funds deposited with the Bank 
to Dinars 600,000,000, the ordinary deposits and trustee funds 
to more than Dmars 600,000,000 The total of bonds issued on 
the foreign market amounted to Dmars 900,000,000, the total 
of mortgages granted to Dmars 1,900,000,000 Most of the 
credit granted was on urban property, less than one-tenth of 
the loans were devoted to farm credit 

In order to meet the need for agricultural long term credits, 
the Yugoslavian Government, m April, 1929, passed a law 
with the object of establishing a privileged Agrarian Bank 
This IS a ]omt-stock company, with a capital of Dinars 
700,000, ooo,subscnbed chiefly by the State, other pubhc bodies, 
and the leadmg banks of Yugoslavia, working under the super- 
vision of the State, which takes a leading part m its admmis- 
tration The bank is empowered to grant long and short term 
credits and to discount bills The bank is given the nght to 
issue mortgage bonds guaranteed by the State, and these bonds 
and the shares of the bank are exempt from taxes Further- 
more, there is a State guarantee for savmgs deposits entrusted 
to the bank, and a guaranteed dividend of 6 per cent on its 
shares 

Withm a year the new agricultural bank had helped to 
reduce considerably the cost of money to the peasants, and 
lent them some Dmars 800,000,000 Over 65 per cent of the 
peasant farmers have mcurred long term habihties These 
amount to some Dmars 31800,000,000, which is estimated to 
be about one-tenth of the value of the soil 
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Bulgaria. 

The organization of mortgage credits m Bulgana was cen^ 
tralized until recently m the two pruiapal State banks They 
were endowed with the exclusive nght of issumg bonds Urban 
real estate credits were granted by the mortgage department 
of the National Bank of Bulgana, estabhshed m 1879, and 
agncultural credits by the Bulganan Bank of Agriculture, a 
State institution estabhshed m 1894 In 1927 the mortgage 
department of the National Bank had to be closed down m 
accordance with the request of the Council of the League of 
Nations The loans granted by the Bank of Agnculture, by 
pnvate mortgage banks, and by the insurance compames were 
quite insufficient to meet the long term credit requirements 

The Bulganan Government deaded to appeal for foreign 
capital,^ and m 1928 a new mortgage bank was established m 
Sofia on the basis of a special law with a share capital of 
10,000,000 Swiss francs The Bulganan Mortgage Bank is 
organized as a limited habihty company, working under State 
supervision Most of the shares are m the hands of the State 
and of Bulganan mumapahties The bank issues bonds for an 
amount equal to the mortgages granted These are Govern- 
ment guaranteed, amortized, and repayable by the drawing 
of lots 

The distnbution of small agncultural credits wiU remam 
the function of the Bank of Agnculture which acts as an agent 
for the new Bank The rate of mterest to the borrower must 
not exceed the rate of mterest paid by the bank to the holders 
of its bonds by more than 2^ per cent, and is thus likely for 
the time to be at least 10 per cent The promoters promised 
to grant loans which were to be repaid by the issue of bonds 
They also assured the placmg of these on the foreign capital 
markets Up to the end of 1928 the Bank granted loans 
amounting to 9,000,000 Swiss francs In the Spring of 1929 
the Bank had to stop temporarily its operations because its 
funds were exhausted, and no foreign loans could be raised 

^Through Messrs Blair & Co, The Foreign Corporation, New 
York, Lazard Bros , London, and the Amsteidamsche Bank 
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ovmig to the unfavourable situation on the international bond 
market, and, m any case, the Bulganan consohdated loan was 
to have precedence 

The Bulganan Bank of Agnculture regards it as its duty to 
aid Bulganan agnculture, which is bemg rationalized But 
the rates are high Mortgage loans are issued at 12 per cent 
per annum up to 80 per cent of the value of the property 
Co-operative banks borrow short term loans at 10 per cent, 
but they charge peasant propnetors some 12 to 13 per cent 
When fanners borrow from pnvate banks they pay ordinarily 
some 15 to 16 per cent, but when they borrow from pnvate 
lenders they pay 16 to 20 per cent 
A clearer picture of the agricultural credit situation m the 
Central and East European States is obtained by comparing 
their total mdebtedness, the debt per hectare of cultivated 
land and the usual rate of mterest 



Total 

Agncultural 

Indebtedness 

Debt per 
Hectare of 
Cultivated Land 

Rate 

of 

Interest^ 

Bulgaria 

$61,000,000 

$10 97 

Up to 10% 

Esthoma 

$23,000,000 

$8 12 

Up to 7% 

Hungary 

$245,000,000 

533 74 

Up to 8% 

Latvia 

$49,000,000 

S1479 

Up to 8% 

Poland 

$251,000,000 

$10 24 

11% 

Rumama 

$240,000,000 

$14 02 

12-15% 

Yugoslavia 

S733.000.000 

S590 

12-15% 


Total for these countnes. $1,582,000,000 


^ Usunous charges are common In Poland and Bulgaria they are 
20% or even more In Rumania they are 30%, and m Yugodavia 
might reach even 50% 

Greece. 

The necessity of approachmg foreign markets m order to 
obtain long term real estate credits led to the estabhshment 
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of the National Mortgage Bank of Greece m 1927 The Bank 
IS a State bank working under close Government supervision 
The initial capital of Drachma 80,000,000 ^vas subsenbed by 
the issumg bank of the country It grants long term amor- 
tization loans to urban and rural real estate oivners and to 
public bodies These loans are financed by the issue of mort- 
gage bonds which have the additional guarantee of the National 
Bank of Greece, the maximum issue bemg restricted to twenty- 
five times the paid-up capital 

A sterlmg loan to the amount of ^^3,000,000 was issued 
on the London market m 1927 

Spain. 

Spam has a monopohstic mortgage bank and an independent 
bank for communal loans 

The Mortgage Bank of Spam has granted loans on the basis 
of first mortgages on farm and town property, and has issued 
Cddulas since 1873 The Law of 1876 gave it the exclusive 
pouer No more than half the value of the secunty is lent 

The capital of the Bank and its reserves now exceed 70 
milhon pesetas, and the C^dulas m circulation amount to over 
1,100 millions. They have been issued to carry different yields, 
some on a 4 per cent, some on a 5 per cent, and some on a 
6 per cent basis They enjoy a ready market on the Spamsh 
Stock Exchanges 

The Spamsh Bank for local loans was established by Royal 
Decree m May, 1925 It acts as a Government institution 
uith the exclusive object of grantmg credits on the secunty 
of properties and revenues No more than 25 per cent of these 
incomes may be pledged Loans are granted on works of 
great need which arc likely to be productive veiy soon In 
the first 3'cars of its operation loans of over 500 milhon pesetas 
have been raised The bank issues 500 peseta C^dulas gener- 
ally at a slight discount The first senes were on a 5 per cent 
basis, a later senes on a 5^ per cent basis, and the latest is 
on a 6 per cent basis Smee the secunty is the same the 
market pnee of the earlier issues has corre^ondingly dechned 
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Russia. 

Mortgage banking m Russia followed on familiar hues until 
the October Revolution There were ten jomt-stock land banks 
which granted long term loans against the mortgage of land 
and against town real estate for periods ranging from ten to 
sixty-six years The borrowers were given then own mortgage 
bonds, which bore mterest at 4^ per cent About two-thn^ 
of the total of bonds, which m 1914 was about 1,300 milhon 
roubles, related to agncultural land This type of bank, whose 
credit cost the borrowers more than 5 to 6 per cent, was of 
httle use to the big landowners with then meffiaent methods 
of farming and then extravagant habits The State Nobles’ 
Land Bank was founded m 1885 to grant loans upon mort- 
gaged land only to hereditary nobles They received privileges 
from the outset Soon they obtamed then loans m cash m- 
stead of m bonds, and this resulted m then paymg less for 
credit than borrowers from the ]omt-stock banks Ihiey were 
allowed to prolong then loans, to defer payments, and even 
have then arrears written off Moreover, seven out of ten 
borrowers from the Nobles’ Bank who received 60 per cent 
of the value of then property on first mortgage, apphed for 
loans under second and thnd mortgages elsewhere It became 
evident that these loans were not employed for land improve- 
ment A fast mcreasmg amount of their territory was bemg 
sold to persons of non-noble ongm The Peasants’ Bank 
was estabhshed m 1883 to facilitate the purchase of lariri fey 
peasants from the big propnetors In 1907 the Bank began to 
grant loans agamst the mortgages of peasants’ allotments 
Broadly, previous to the War, this form of credit was de- 
velopmg steadily, though, m view of the size of the country, 
on a very limited scale 

With the October Revolution these institutions were liqui- 
dated, and the Soviet Government mtroduced a new organiza- 
tion to serve agnculture and mdustry 

The Central Agncultural Bank gives credit to Government 
and to peasant farmers The great Government estates which 
are to be "bread factories” are to substitute the mdividual 

IS— (soSi) 
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farms now operatmg Experiments are being made to work 
these on a scale which enables them to mtroduce all the 
economies of large scale operation It is claimed that three- 
quarters of a milhon peasants working on such estates would 
suffice m a comparativel}' short time to feed aU the city workers 
and the army 

The Frombank is the State Bank which caters for the long 
term credit needs of mdustry The Budget grants allotted for 
new mdustnal buildmgs go to this bank It, m turn, grants 
loans m the form of long term credits to dffierent State 
orgamzations which need credit for new buildmgs and for tiie 
enlargement of their existmg plants Thus we see that mstead 
of havmg to go to the market to borrow, the banks obtam 
their capital out of the Government budget 

South American Republics. 

Mortgage banks have enjoyed a considerable development 
m the South Amencan Repubhcs In most of them a central 
governmental bank, as m the Argentine, or a subsidized bank 
IS the most unportant institute even where, as m the case of 
Colombia, other banks are workmg side by side and in com- 
petition with it In Brazil, where a central institute is stiU 
lackmg, it IS projected The bonds of some of the South 
Amencan Repubhcs are weU estabhshed m the mtemational 
markets 

Brazil. 

The Brazihan land credit laws allow any persons who 
comply wth it to form a company, so that the competitive 
system has sprung up m this country In spite of the exis- 
tence of a certam number of banks dealing m agncultural and 
city real estate credit, the problem of an adequate provision 
of mortgage credits is not yet solved 

In some States the big landowners are comparatively well 
provided for by mortgage banks founded ^vlth French capital, 
workmg under Government supervision, and m some cases 
wuth Government guarantee The bonds issued are placed 
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chiefly on the French market The most important of these 
banks are the Banco Hipotecano et Agncola de Mmas Geraes, 
estabhshed m 1911 with a capital of Frs 10,000,000, the 
Credit Fonaer du Br&il et de I'Amdnque du Sud, estabhshed 
m igo6 with a capital of Frs 50,000,000, 69 per cent of which 
IS held by the State 

In 1923, the establishment of a large-scale National Mort- 
gage Bank, working throughout the whole country, was decided 
upon This Mortgage and Agncultural Credit Bank was to 
have had the form of a limited habihty company, with an 
imtial capital of Milreis 20,000,000, to be mcreased later to 
Milreis 50,000,000, the half of it subscribed by the Umon 
Bonds were to be issued against first mortgages up to ten 
times the capital at an mterest rate of 6 per cent, guaranteed 
by the Umon But this project has not yet been realized 

GMle. 

The Chilean Land Credit Law of 1855, hke that of Brazil, 
allows any persons who comply with its terms to form a com- 
pany A number of mortgage banks issuing bonds are doing 
good busmess, but they operate under disadvantages compared 
with the Credito Hipotecano, which is granted pnvileges under 
the general law and which does two-thirds of the mortgage 
busmess of the country These pnvate banks caimot compete 
with it successfully 

The Caja de Credita Hipotecano is a Gove rnm ent, mstitu- 
tion It has no share capital, its profits are Imuted to an 
amount necessary to cover the administrative expenses anH 
to mamtam a reserve fund as additio nal secunty Loans are 
granted on agncultural and urban real estate on first mort- 
gages up to 50 per cent of the value m Cddulas, which the 
borrower sells m the open market The borrower redeems his 
loan either by re-purchasmg the Cddulas, or by payment m 
cash In the latter case the Bank deposits this rash m its 
special amortization fund, and m due time the requisite num- 
ber of bonds are draivn by lot for repayment at par 

All the bonds issued are guaranteed by the Government 
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and are free of fiscal charges In 1928, the total value of 
bonds outstandmg was $143,000,000, of which ^^400,000 and 
Frs 28,000,000 were external issues 

The Treasury and the National Savings Banks invest m 
these bonds, they are hsted on the Stock Exchange of many 
European countries Then security is considered as being 
practically the same as that of the Chilean Government, the 
only South American Repubhc that has never really defaulted 
During its seventy-five years of existence the Caja has never 
failed to meet its obhgations The losses on property fore- 
closed during the last fifteen years is less than 1 0 per cent 

Colombia. 

The law relating to the institution of the State Agncultural 
Mortgage Bank m 1923 regulates also the estabhdiment and 
the workmg of the commeraal mortgage banks and the mort- 
gage sections of the credit banks 

The pure mortgage banks deal mainly with the issue of 
bonds and the grantmg of long term loans amortizable by 
annual payments Their busmess activities are supervised by 
a State Comptroller The law grants special privileges to 
these banks mcludmg exemption from stamp duties The 
mortgage constitutes a loan on the entire property until the 
loan IS fully paid 

The Board of the Agncultural Mortgage Bank, which is 
orgamzed as a State Bank, is appomted by the central govern- 
ment, the local governments, and the departments respectively 
They own the capital amountmg to Pesos 5,000,000 The 
Bank conducts its busmess as a general mortgage and credit 
bank Mortgage loans are granted up to 50 per cent of the 
value of agncultural property The amount of bonds issued 
may not exceed five times the capital They are guaranteed 
by the State and are free of charges The mterest on loans 
must not exceed 10 per cent In 1928, property mortgaged to 
the bank was valued at ^£135,000,000, the loans totalling 
£4,000,000, agamst which there had been issued bonds eqmva- 
lent to £3,500,000 This represents a very wide margm of 
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safety These bonds are regarded as providing a sound high 
3nelding investment In 1929 about 46 per cent of the loans 
were granted to aty property, about 27 per cent to agncul- 
tural estates, and 27 per cent to the Government authorities 
The loans a^egate less than 25 per cent of the appraised 
value of the properties mortgaged Until 1927 the total losses 
incurred were 03 per cent 

The only Colombian pnvate jomt-stock company which 
issues its bonds on the mtemational market is the Mortgage 
Bank of Bogota, establi^ed m 1910 with a share capital of 
Pesos 4,000,000 It grants mortgage loans on agricultural and 
city real estate up to the amount of 50 per cent of the appraised 
value, and loans to municipalities secured by revenues The 
Bank dedares that it has never sustamed a loss on any of its 
loans 

It IS the practice of the Caja to make its loans against which 
bonds payable m foreign currency are issued also payable m 
that currency by the borrower, except m cases where it has 
obtamed the guarantee of the Repubhc of Chile for any loss 
rcsultmg from exchange fluctuations 

Cuba. 

In 1911 the Temtonal Bank of Cuba, a pnvate jomt-stock 
company with a capital of $5,000,000, was given an exdusive 
monopoly for sixty years to issue bonds on the basis of short 
and long term credits, secured by mortgages These are always 
amortization loans, the maximum mterest allowed on them 
is fixed at 7 per cent 

Uruguay. 

The Banco Hipotecano del Uruguay, formerly a pnvate 
jomt-stock company, was converted mto a pubhc mstitution 
m 1911 It is a pure mortgage bank grantmg real estate loans 
up to 60 per cent of the value of the land The bonds guar- 
anteed by the Government have an active market m certam 
European countnes 



THE MORTGAGE BANE 


218 

Costa Rica. 

In 1912, Costa Kica founded a State Land Mortgage Bank 
RiTTiilar to that of Chile In order to induce investors to buy 
the bonds of this bank, they are exempted from the 2 per cent 
tax on deposits and securitiesi and constitute an mvestment 
for trust funds 

Mexico. 

Mexico has a regulated competitive S3^tem of mortgage 
banks workmg under Government supervision In accordance 
with the law of 1908, the ]omt-stock banks may grant short 
and long term loans secured by urban or rural property up 
to 50 per cent of the appraised value The total amount of 
bonds issued must not exceed twenty tunes the paid-m capital 
In the event of default by the borrower the banks may resort 
to summary procedure for foreclosure and sale The mtemal 
disturbances which have senoudy mterfered with all bank- 
ing busmess m Mexico have also affected the mortgage banks 

The Caja de Prestanos, established m 1908 with a capital of 
Mex $10,000,000, which issues bonds guaranteed by the 
Government, has not paid mterest on them smce 1914, the 
Banco Internationale Hipotecano stopped payment m 1917 
The third of the mortgage banks whose bonds are quoted on 
the mtemational Stock Exchanges, the Credit Fonder Mexi- 
cam, also has defaulted 

British Dominions. 

The Domimons, Dependenaes, and Protectorates assodated 
withm the British Empire have adopted different pohdes con- 
cemmg this type of bank Some, such as Cyprus and Palestme, 
have spedally orgamzed mortgage banks, others, such as 
New Zealand, the Umon of South Afnca, and Australia, have 
added rural credit departments to their central issumg banks 
or savmgs banks, and these obtain then workmg capital m 
part through the issue of debentures In India, m spite of the 
great need for rural credit, there has hitherto been a dismchna- 
tion to deal with the practical difficulties mvolved m mobihzmg 
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it most ef&ciently Ireland has instituted an Agricultural 
Credit Corporation which issues bonds One of the most useful 
fruits of the movement for Empire economic umty might be 
the estabhshment of an Empire Mortgage Bank 

Canada. 

Canada is a new country, and her first need is the develop- 
ment of her agriculture, mmeraJs, and manufacture The 
whole of her banking system is adapted to this mam task 
She turns to New York, the financial centre of the whole 
North Amencan contment, for aid But she has herself 
become an exporter of capital The present land mortgage 
problem exists m a large measure m connection with the im- 
proved farms which were purchased durmg the penod of 
inflated land values m the war and post-war penod Pay- 
ment foi mterest and amortization must be made now when 
the pnces of farm products have fallen considerably Long 
term agncultural credits are essential, especially m the West, 
and these cannot be given by the commeraal banks Until 
now provmaal mortgage banks and loan and insurance com- 
pames have granted credits to fanners, but fheir conditions 
as to rate of mterest and penod of repayment are unsatis- 
factory Of these three classes of lending compames, by far 
the largest portion of the farm mortgage busmess is m the 
hands of the mortgage compames proper The credit opera- 
tions of the vanous loanmg compames are earned on mainly 
m the newer parts of the country, and a great portion of 
then busmess is connected with urban property Loans are 
usually granted for five years on first mortgages at an average 
rate of 8 per cent Rqieated suggestions have been made lhat 
a Governmental system of mortgage banks should be msti- 
tuted, preferably on hues sunilar to those of the Umted States 
Federal Farm Loan Organization Two Bills were presented 
to achieve that in 1925 and 1927, but neither was adopted 

Australia. 

Rural estate credits m Austraha are financed by agncultural 
and credit mortgage banks, and co-operative credit societies 
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There is also a speaal Rural Credit Department of the Com> 
monwealth Bank They obtam their capital from issues 
of debentures, savmgs bank deposits, and from Government 
funds, and aim at enabhng farmers to settle on the land But, 
m fact, some of the advances are used by farmers established 
for many years who require long term capital Additional 
provisions are made m all States for loans to settlers 
The Victorian Closer Settlement Board makes advances to 
Crown lessees, to workmen for the erection of dwellings, to 
soldiers, and to settlers affected through drought The faali- 
ties for pioneer settlement have been on a large scale Over 
90 milhon pounds have been advanced m all, of which over 
sixty are outstandmg But m spite of these services, the local 
storekeeper, the private company and merchant still provide 
most of the rural credits Tbe msurance compames, trustee, 
executor, and agency companies, and buildmg and mvest- 
ment societies use some 90 per cent of their funds m advances 
on mortgages They thus stimulate buildmg operations The 
aim of the law is to make it as easy to transform real estate 
mto mobile credit and to transfer real estate from one person 
to another, as to transfer bills of exchange or Stock Exchange 
securities The Torrens system, as it is known, establishes 
absolute ownership through a legal instrument which cannot 
be contested, provides for the constitution of the mortgage 
and the liqmdation of a credit with the greatest ease and speed 
and the least expense, and makes provision for a system of the 
completest pubhcity, which enables the charges on eveiy piece 
of property to be known 

The loans which the European mortgage banks grant to 
communal bodies are provided m Australia by the ordinary 
banks These advance long period loans to mumcipal and 
local public bodies by taking as security “the service of some 
special rates upon which debentures have been issued “ 

New Zealand. 

The Bank of New Zealand deaded m 1926 to set up a 
speaal department for agncultural long term amortization 
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credits Until then no adequate provision for long term credits 
existed, the great bulk of mortgages were given for three to 
five years, with no proper provision for the reduction of the 
prmaple, whilst the repeated renewal of the mortgages mvolved 
heavy charges 

The Bank of New Zealand raised £1,500,000 long term mort- 
gage capital for this purpose One-third was subscnbed by the 
Govermnent, and two-thirds by the pubhc Amortization 
loans are now granted for 36I years on first mortgages, are 
financed by mortgage bonds issued up to an amount of three 
times the paid-up capital, and they are free of taxation 


India. 

One of the greatest difficulties confronting Indian agricul- 
ture is the la^ of finanaal accommodation for fairly long 
periods In 1863 the Land Mortgage Bank of Inffia was 
started, based on the same prmaples as the Credit Fonaer de 
France Busmess proved so successful at first that similar 
mstitutions for other parts of the Empire were started by 
London finanaers, for example, the Australian Mortgage and 
Finance Company, the Mauritius and Land Credit Company, 
etc The Indmn Bank, however, broke doivn m 1883, because 
of over-mvestment m aty real estate, without the necessary 
safeguards being taken 

For many decades the agnculturalists have been dqiend^t 
on native moneylenders who diarge exorbitant rates In 
Bengal there are Government loan offices which grant ^ort 
term loans at comparatively high rates It is not suipnsmg, 
therefore, that throughout India to-day there is a demand for 
a new credit system But there are two mam schools, one 
advocating the French system of financmg agriculture through 
Government funds and offices, and the other puttmg forward 
a scheme of finance through the issue of mortgage bank bonds 
Pohtical conditions alone can explam the dilatonness of the 
authonties m dealmg ynih the Lmhthgow Commission Report 
of 1926 There is also an urgent need for credit for urban 
real estate, and the French system of mortgage has been 
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recommended also for this purpose The co-operative land 
mortgage hank busmess is making headway There are twelve 
banks m the Punjab and fifteen m Madras 

South Africa. 

The Land and Agricultural Bank of South Africa provides 
long term real estate amortization loans partly by the 
issue of Government guaranteed debentures When estab- 
lished m 1912, this centralized institution took over the capital 
of nearly three milhon pounds of the former provmaal agri- 
cultural banks Parhament has smce voted an additional 
£5.500,000, for which it IS paid 4 5 per cent, the rate paid by 
the Treasury These debentures, which are secured by all the 
assets of the bank, are not mortgage bonds of the Contmental 
tjTpe — they come rather mto the same category of security as 
the debentures of the Agricultural Mortgage Corporation of 
England Owing to the operations of the Land Bank, the 
insurance compames find a free field to grant loans on town 
properties 

In South Africa, Government Departments give aid directly 
to schemes for the development of the country The Land 
Department advances large sums pmnanly to settlers for the 
purchase of land on very reasonable terms, and the Irrigation 
Department provides facilities for large irrigation schemes 

Egypt. 

Egypt has a well-developed mortgage bank system About 
five-sixths of the total of mortgages granted are held by the 
five mortgage credit banks now e xistin g m the country 

The leadmg institutes organized as private jomt-stock com- 
panies without special pnvileges are the Egyptian Land 
Credit Company, estabh^ed m 1880 with a share capital of 
Frs 200,000,000, gra ntin g mortgage loans on real estate up to 
50 per cent of the value to large and nuddle-sized landowners, 
and the Land Bank of Egypt, estabhdied m 1905 with a 
capital of £1,000,000, and the Mortgage Company of Egypt, 
founded m 1908 with a capital of £2,000,000. The bonds 
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of these two latter banks are quoted on the I-ondon. Stock 
Exchangei while the Egyptian Land Credit Company fre- 
quently has placed issues with the Pans Stock Exchange 
The Agncultural Bank of Egypt, established m 1902 to 
attend exclusivdy to the needs of small landowners, is a pnvate 
]omt-stock company and is supported and controlled by the 
State One-third of the capital of £4,000,000 is owned by 
the National Bank of Egypt The bonds, secured by first 
mortgages on real estate up to 50 per cent of the appraised 
value, are guaranteed by the Government 


Japan. 

Japan has a number of mortgage banks engaged m the 
finanriTig of long term real estate loans The most important 
IS the Hypothek Bank of Japan, a pnvate ]omt-stock company, 
and the Industnal Bank of Japan The Hypothek Bank has 
a share capital of 99,000,000 yens, and is authorized to issue 
mortgage bonds up to fifteen tunes the paid-up capital It • 
may use its funds for real estate amortization loans on agncul- 
tural and urban property withm a penod not exceeding fifteen 
years, the amount to be loaned on residential property being 
restricted to 50 per cent of the total credits granted, it is 
allowed to make unsecured loans to public bodies , and it may 
underwnte the issue of bonds of local banks furnishing long 
term real estate loans at low rates 
The Industnal Bank has a capital of 50,000,000 yens It 
makes first mortgage loans on lots and buildmgs, factones or 
residences m certain areas, and on trustee property It also 
grants credits on the pledge of national and local loan bonds 
and corporation bonds and shares Local agncultural 
mdustnal banks may issue bonds agamst loans to an extent 
exceedmg ten tunes then capital They are jomt-stock com- 
panies which do, on a small scale, what the Hypothek and 
Industnal Banks do for the country as a whole 
At present agncultural loans are given to fanners at an 
average rate of 7 per cent, whilst credits secured by buildmgs 
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or residential property cost about 8 per cent Mortgage banks 
pay for loans about i per cent below these amounts The 
indebtedness of farms, arable land, houses, and building is 
steadily mounting It had more than trebled during the penod 
1914 to 1925, when it readied over 5,000,000,000 yen 
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TABLES OF MORTGAGE BOND ISSUES 


Notes on Tables 


In the following tables the reader will find the figures and 
data of representative bond issues of a number of the leadmg 
mortgage banks They are confined to a skdeton account of 
the bond issues quoted on the central stock markets, and to 
certam bonds issued on the home market only 
The selection of the bonds has been directed by two 
consideratians An attempt has been made to illustrate the 
extent of borrowmg, espeaally on foreign markets, and to give 
a survey of certam characteristic features m the growth of 
mortgage banks Therefore, besides tabulatmg the largest 
loans, smaller ones were mduded only so far as they bore upon 
this development 


It was difficult to obtain suffiaent analogous information 
for all the banks to make possible an adequate comparison 
of their bonds, and m some cases the collection of the neces- 
sary data was, mdeed, impossible The tables are therefore 
not equally complete 


Each table mdudes the amount of bonds issued and the 
amount of bonds outstanding for the year ending 1930, secur- 
ity, smkmg fund, pnce, and a note descnbmg the status of 

the issuing bank The name of the Stock Exchange on which 

the bond is issued is given only where the denomination of 
me loan itself is not a sufficient mdication If there is no note 
to^e contrary, the payments on loans between one country 
^anotterminadeatcuiTaitiateofsi^tcixchan^ Under 
the head^ “Secmty." the pereentage fignre gxleii is the 

■Whereverpos- 

abk the hipest and the lowest prices for the year are p™ 
Ibe Mor^ rf fflWion on winch these tables have been 
ased are. besides the annual reports of the banks wherever 
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obtainable Moody, Banking mid Ftnance and Government 
Securtties (New York), Eimber, Government Loans (New 
York), Standaid Statistics (New York), for Dollar bonds, the 
London Stock Exchange Year Book and Stock Exchange Invest- 
ment List (London) for Sterling bonds, Annuaire DesfossSes 
(Paris), La Cote Alphabitigne de toutes les valeurs cotees (Pans), 
for issues quoted m France, Scimeizer Vakren (Zunch), 
Tages-Kursblatt der Wichtigsten Valoren der Borse von Zurich, 
Basel, Genf, Lausanne, for issues quoted in Switzerland, and 
Gids btj de Pnjscourant van de Vereeniging voor den Effekten- 
handd (Amsterdam), for issues quoted m Holland The tables 
are arranged accordmg to countries 
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For detailed reference see Chapter VI 
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State Bank 
Established 1925 

Capital Pesos 5,000 1000 
88% owned by Govern- 
ment and public bodies 
Reserves Pesos3,ooo,ooo 
Bonds tssiitf Five times 
capital plus reserves 
Each issue has a sepa- 
rate sinking fund 

Scope of business Mort- 
gage credits on agn- 
cuitural real estate 

Pnvatejoint StockBank 
Established 19x0 

Capital 93»900,ooo 
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Bonds issue Ten times 
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estate, loans to mum- 
Gipalifies secured by 
mortgages or reserves 
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standing, rpap, 
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Stats Bank 
Esiabltshed x^ss 
CapitalEM 500, 000.000 
Owned by Mvernzneat 
Paid up. 400.000.000 
Bonds tssws Six times 
paid up capital, by 
special Reichsrat con- 
sent. eight times paid 
up capital 

Scope of bustness Credits 
to agncultuxal mort- 
gage institutions and 
CO operative associa- 
tions specifically desig- 
nated by law 

Bonds oiti, 1939. 

RM 360.000.000 
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RM y5.000.000 

Scope of business Mort- 
gage loans on indus- 
trial and commercial 
real estate in Saxony 

Bank Department of 
Co op A^ociation 
Bstdbhsihed x868 

CaptitU RM 1.500.000 
Bonds issue Bqual to 
loans granted 

Scope business Finan- 
cial functions con- 
nected with credits on 
rural property to the 
members of the Associ- 
ation 
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ALTERNATIVE MACHINERY TO THE INTERNATIONAL 
MORTGAGE BANK 

T&e development of an mtemational market for mortgage 
bonds has already m&aenced the structure of mortgage bank- 
mg m a number of countnes as well as the nature of the bonds 
issued But the question arises Are further measures to m- 
crease their marketabihty possible > We have considered in 
Chapter VIII the advantages which would accrue from the 
establishment of an mtemational mortgage bank Other pro- 
posals also require examination (i) the devdopment of a 
speciahzed underwriting syndicate, (a) the development of a 
guarantee association to insure the payment of dividends and 
redemption of bonds, (3) the formation of an mvestment 
trust issuing its own script against bonds purchased Let us 
examme these seriatim 

1 A speaalized underwriting syndicate must consist m 
practice of a few representatives of the existing issmn g houses 
Qearly, new houses must take many years to achieve a reputa- 
tion and a following Borrowing banks would, m fact, go to 
the older houses with whom they already have busmess rda- 
tions Indeed, it is doubtful whether any new group could 
establidi itsdf against the competition of the existing firms, 
and, even if they could, whether there would be enough busi- 
ness for them This suggestion has, therefore, no practical 
value 

2 America has shown how a guarantee association works 
Nor can it be demed that large fimmcial houses, such as insur- 
ance companies, could very usefully guarantee the dividends 
and capital of mortgage banks withm their country But it is 
a much bigger undertakmg to attempt to establish an mter- 
national association which would be ready at a certam pnce 
to guarantee the bonds of mortgage banks m any country 
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It would require a widespread machine for investigating the 
mortgages offered and for supervising them Perhaps the 
greatest dif&culty would result from the requirement that 
such an association diould have very great resources if it is 
to inspire the necessary confidence But, techmcally, such an 
association would be possible if it took the necessary safeguards 
and could render a very valuable econonuc service 
3 More sigmficant practically, and the only alternative to 
the mtemational mortgage bank, is the proposal of an mter- 
national mvestment trust It would be a comparatively simple 
matter to estabhsh a trust which held nothing but mortgage 
bonds Nor would it be anything like as nsky as an invest- 
ment trust which confines itself to secunties m companies 
concerned m the production of one product Geographical 
distnbution of risk would be possible, holdmgs could be 
divided mto rural, urban, and mdustnal bonds, communal 
bonds. Government guaranteed bonds, as well as bonds secured 
by private property, could be held Indeed, it is highly likely 
that such a tnlst with the specialized knowledge which would 
result from restricting itself to one class of secunties, would 
have a distnbution of nsk at least as good as that of the 
average mvestment trust which is not restricted Certainly it 
could enjoy all the advantages which the Foreign Railways 
Investment Trust enjoj^s — high yielding secunties well distn- 
buted In addition, it is submitted, it would enjoy a safer type 
of secunty, which is undervalued at the present time 
One drawback which it has compared with the mtemational 
mortgage bank is that it could not obtam such large amounts 
of capital with such ease A trust must rely to a much larger 
extent on its own capital 
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Foreign Exchange Insurance 

The question has been raised whether it is possible to organize 
insurance against one, and only one, of the dangers of 
foreign investment— tha.t of monetary medazs^— of the risk of 
inflation 

This IS, mdeed, part of a larger question of insuring against 
all risks The chairman of Barclays Bank, Mr Goodenough, 
proposed to estabhsh fixed rates of exchange withm the Bnt- 
ish Empire, and was supported by Professor H G. Foxwdl ^ 
We, too, diall hmit ourselves to the form of the problem of 
insuring against exdbange fluctuations 
Even if flTtmial payments are set aside by mvestors m 
foreign securities to form a smkmg fund for meetmg default 
resultmg from inflation, there can be no guarantee that they 
will accumulate sufficient to cover their capital before the 
undesired event occurs Besides, m so far as the mdividual 
investor wishes to leave behind him certam sums for his heirs, 
he IS not sure he will hve long enough for these annual instal- 
ments to accumulate to the sums invested 
There are many methods of insuring mvestment risks The 
discount and acceptance houses give their endorsement or 
guarantee that certam bills \vill be met Underwntmg m its 
purest form is a stnct msurance of sale In return for a cer- 
tain sum of money, usually i to 5 per cent, the underwriters 
agree to buy all securities unsold by a certam date up to the 
amount for which they have imderwntten An average of 
somethmg over i per cent is usual on the issues of foreign and 
colomal governments with J per cent over-nding commission 
to brokers for placing the underwritmg Industrial companies 
paying j per cent are paying ^ per cent to the nomind rate 
of interest for twenty years The ]omt-stock banks have 
^ A letter in the Bankers Magazine dated 15th Feb 1918 
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occasionally given their guarantee to the secunty of individual 
borrowings of companies from their rather personal acquain- 
tances, and so have saved the company from the necessity of 
making an issue of securities which would inform the public 
that the company was borrowing Certam insurance compan- 
ies ivill also provide credit insurance facihties up to a certain 
portion of foreign daims These are all devices for msurmg 
short term risks The purchase of forward exchange is a device 
for obtaining insurance against inflation alone for a diort 
period 

What machmery is there for the msurance of long time 
risks’ There are two such devices and both are to be found 
m connection with mortgage bankmg The flrst is the simple 
device of substitutmg the name of a well-known big firm for 
that of an unknown small one, and the second is that of guar- 
anteemg payment if the contractmg firm does not fulfil its 
obhgations In the former case the mortgage banker issues 
bonds to raise money with which to buy mdividual farm or 
urban or mdustnal mortgages It substitutes for the secunty 
of the unknown borrower its own well-known and readily 
marketable secunty The second device is that of the surety 
compames which guarantee the rdiabihty of real estate mort- 
gage bonds issued by certain compames A pohcy of insurance 
is sold to cover the payment of prmciple and mterest of cer- 
tam specific mortgage bonds As we have noted m the United 
States, one-half of i per cent is frequently charged as a pre- 
mium for this service But the task of msurmg certain t3?pes 
of secunties m the currency of the country in which they are 
issued by insurance compames situated m them, whilst point- 
ing to a method of taddmg the problem of msurmg foreign 
exchange, is still m its infancy, and more e^enence of its 
workmg m other countnes would be desuable 

No machmery exists for msurmg the payment of bng term 
loans or of mterest on them in a stable currency. The conse- 
quence IS that as soon as there is a likelihood of inflation in 
an}^ country, its export and import trade become demoralized 
and its abihty to obtam credit is greatly reduced or cut off. 
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This aggravates its economic position still more and a vicious 
circle sets m 

The question arises, is it possible to mate available currency 
insurance^ The immediate reply will be that m the absence 
of stnct actuarial guidance it will be impossible to design the 
madimeiy to cover the chances of such a calamity But here 
as elsewhere with respect to the burden of nsk bearing, the 
question really is whether it is to be borne in an unorganized 
or m an organized way, and not whether it is to be borne at 
all Of course, a complete stoppage of foreign loans is another 
possibihty. But this produces such dangers that in practice it 
is found to be desirable to avoid them If loans are to be 
granted, they will carry a nsk witit them In spite then of the 
undoubted difficulties m perfectmg the machmeiy for guar- 
anteeing currenaes of different countnes, the question remams 
whether some large scale organization can be devised which, 
with a saentific staff, considerable resources and growing 
eiqienence can save us from some of the numbmg effects of 
inflation An analysis and mterpretation of the expenence of 
recent years would, no doubt, suggest a pohqr wiser than that 
pursued qmte bhndly by the average mvestor Short of some 
special new mechanism a number of devices are available 
Loans are frequently made nowadays on condition that the 
borrower repa}^ m gold of a given fineness or in pound ster- 
ling or m gold dollars, or in, say, any one of three currencies 
at the option of the payee Another condition is the assign- 
ment of some specific revenue to the service of the debt 
A great vanety of guarantees has been provided for differ- 
ent loans In the States that needed salvagmg after the ivar 
nations were prepared to consent to the League of Nations 
steppmg m to organize their finances Before the ^var a finan- 
cial consortium was sometimes appomted by a number of 
Powers as a condition of grantmg loans But it is dear that 
these devices are not by themselves adequate for the purpose, 
smce m spite of them loans are not bemg granted on a 
sufficiently large scale Is it then possible to organize some 
form of mtemational currency mstitute? 



254 


THE MORTGAGE BANK 


In order that a given nsk shall be insurable it must satisfy 
four conditions — 

1 There must be a clearly specified nsk , 

2 Large numbers must be subject to it , 

3 It must be capable of bemg calculated vnth some degree 
of certamty, 

4 The nsk must constitute a menace agamst which those 
subject to it desire to provide 

The nsk of credit mflation can be formulated m a manner 
which leaves httle doubt If, say, an Enghshman who invests 
m a foreign country finds that twenty units of its currency 
normally chang e for one pound sterling, but that on a given 
date they are exchangmg for 5s , then he has an exact measure 
of his loss Clearly, all who mvest abroad are subject to this 
nsk, and most of them would be glad to insure agamst it 
None cany avoidable risks if they can insure agamst them at 
a reasonable rate It must, however, be conceded that the 
risk cannot be calculated with certamty 

Could not a few of the leading insurance compames of the 
world organize a guarantee of 50 to 75 per cent of the mterest 
and capital of certam defimte loans The task which the insur- 
ance compames are asked to undertake are then, first, to 
guarantee payment of mterest on mortgage bonds and then 
ultimate redemption, and, secondly, to guarantee them m 
stable currency The insurance rates would vary accordmg to 
the standing of the countries Some might be regarded as sus- 
pect for a number of years hke the Balkan countries, some will 
be hke Spam, Argentine, or Brazil, which are to-day ofi the 
Gold standard, whilst others, hke Austraha, might seem uncer- 
tain The economic arcumstances of each State can be mvesti- 
gated to discover what chances there are of its going ofi the 
gold standard With this as a basis a schedule of rates could 
be drawn for msunng the nsk It is, however, hkely that 
because of inadequate information insurance rates for the first 
decades would be relatively high The following questions can 
be answered for every country — 

I Has the country a record of sound currency? 
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2 Is its economic life comparatively stable? 

3 Is it a country of healthy economic expansion ? 

4 Has it a favourable balance of mtemational payments? 

5 Is the budget balanced, and is there proper provision for 
debt redemption? 

6 Are Ihe charges on unproductive debt very high? 

7 Are Its loans used productively? 

The practical limitations are that it would be necessary to 
carry insurance for a considerable number of countries, and 
that only an arrangement made by the leading insurance 
companies would guarantee the exchar^ of certain secu- 
nties Otherwise, there would be insufficient capital ivith 
which to carry on the busmess and to assure the large 
hazards 

It IS not unlikely that there would be a concentration of the 
risks of the countries where credit was weak But this fact 
does not prevent some distnbution of nsk After all, it is 
as possible to organize £re insurance for asbestos as for 
steed miUs The premium charged is higher There would also 
be a practical cancelling out of relatively good and relatively 
bad nsks Let us take one example to illustrate this from the 
recent history of one of the countnes which inflated, viz 
France Loans which would have been msured at a rate below 
125 francs to the pound sterhng would, perhaps, have involved 
a loss, loans insured to guarantee above that rate would, 
perhaps, have earned a profit But it should not be forgotten 
that when de facto stabihty was reached at 125, and soon later 
when legal stabihty was estabhshed for a time at any rate, 
people felt uncertain that it would be mamtained, and there- 
fore would have been ready to avail themselves of msurance 
facihties This busmess would very hkely have been profit- 
able to the guarantee company 
Such a company has a further device not available to the 
individual investor It can place the funds it obtains for the 
guarantee of any country in that country It could purchase 
and own property there Such property will not necessanly 
dechne in value to the extent of its foreign currency Moreover, 
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when the penod of monetary mdaise has passed its value may, 
and indeed is hkely to, resume its old value in terms of gold 

Of course, this company will have to choose between the 
vanous loans which are offered to it for its guarantee It 
would thus be in a position to lay down its conditions to the 
borrowing organization and to the investors It would choose 
only those m which it was satisfied with the secunty, the 
redemption arrangements, the provision for currency stabihty 
made by the lender, and would have to claim the nghts of the 
investor to repayment after default has occurred They might 
even advise Governments who would be ready for advice for 
they resort, as a rule, to the most onerous expedients before 
repudiating their external obhgations 

One serious argument against providing such a guarantee 
IS that it would slacken the pressure on governments m dis- 
tress, so that they would more readily adopt a pohcy of infla- 
tion Citizens orgamze themselves mto foreign creditors’ 
associations, and bring pressure to bear on their governments 
to mtervene with the defaulting country But these measures 
have not always been successful And the most potent argu- 
ment of all, the fear of no fresh loan, has not always been 
available Those who have defaulted towards their creditors 
in one country have occasionally found httle difficulty in 
raising loans m another 

An mtemational currency guarantee company with insur- 
ance compames m all the creditor countries participating m it 
IS more likely to be able to be more effective along these Imes 
It will make it more difficult for the defaulter to borrow agam 
until ]ust claims were disposed of, refusing to guarantee any 
new loans that it might succeed m raismg 

Insurance compames are already concerned m the problem 
of the depreciation of overseas’ currencies The premium in- 
comes received in such currencies and their mvestments in 
them constitute a problem which must be faced A reluctance 
to grant British and American cover to countries where the 
native insurance compames have suffered setbacks is not fac-^ 
ing the real difficulties in a constructive spirit^ 
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It nught seem that international mortgage banks by 
diversifying their list of securities will provide all the insurance 
that IS necessary We have noted that diversification can be 
attempted geographically, between different industries, agri- 
cultural, urban, and mdustnal, between different companies 
or governments in each of these ; and between mortgage and 
communal bonds Losses m certam secunties whidi defaulted 
would consume only a relatively small portion of the total 
assets at a time Nor can it be demed that if such banks had 
very large resources the need for currency insurance would be 
less But it IS precisely because of these currency risks that 
they will be obhged to pursue a very cautious and restncted 
policy 

A simpler way of deahng with the immediate crisis would 
be to raise a large loan guaranteed by the central bankmg 
authonties of England, the U S A and France 
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Length of Agricultural Credits 


Recent changes in agncultural production have called atten- 
tion to the appropriate lengths of agncultural loans Small 
mdependent working cultivators have m the past requured 
three types of credits Short loans were necessary to finance 
the preparation and movement of crops Intermediate credits, 
1 e relatively long term personal and collateral credits for 
penods of six months to three years, were desirable to furmsh 
the cultivator with the capital for purchasing implements and 
live stock, and makmg small improvements to his holdmg 
Long credits were reqmred to provide the capital for the pur- 
chase and development of land 

Complementary to these t3q)es of credit were the arrange- 
ments for supplying seed and manure on credit, for makmg 
special advances against specified crops, securing the culti- 
vator against the need of selling his produce at a tune when 
the market was overloaded with offers, and the loans to co- 
operative societies 

Certain short term credit requirements of farmers are 
similar to those of manufacturing and merchandising con- 
cerns, and can be liquidated m three to six months But the 
business of farming with one turnover per year makes longer 
loans necessary than those made available by the commercial 
banks A senes of special institutions was called mto exis- 
tence to provide these facihties The first comprdiensive 
system was established m the Umted States under the Agn- 
cultural Credits Act of 1923 Twelve Federal mtermediate 
credit banks were founded m the twelve Federal land bank 
distncts, with headquarters in the same place as the land 
bank They were establidied with a capital stock of $5,000,000 
— ^which was to be subscnbed by the Secretary of the Treasury 
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and operated tinder the general supervision of the Federal 
Farm Loan Board On the bases of their general assets and 
their joint liabUity, they issue three- to five-year collateral 
trust debentures These banks make loans and offer redis- 
count facihties for periods ranging between six months and 
three years to co-operative marketii^ associations, agricultural 
credit corporations, live stock loan compames. State and 
national banks, but are not authorized to deal directly with 
individuals In practice, the longer loans are granted for 
twelve montltf , and are then renewed They require, as a 
rule, mobile assets as security They rediscount (i) agri- 
cultural notes endorsed by a bank or some other agricultural 
credit corporation, (2) notes on live stock endorsed by cattle 
compames, and (3) notes issued by co-operative marketing 
organizations The loans are used in part as working capital, 
in financmg the annual crops, and m part as mvestment 
capital spent on fertilizers, cattle, fiiut trees, etc 
The success of the Amencan sjTstem of mtermediate credits, 
coupled with the scaraty of credit facilities, has stimulated 
the desire for the establishment of similar machinery m the 
agncultural countries of Europe The Warsaw Conference of 
Central and East European Powers, in 1930, recommended 
the desirabihty of raising three- to five-year bonds m the 
foreign capital markets But, besides mobile assets as security, 
they proposed that second mortgages on real estate should 
be utihzed This was because only a small percentage of the 
value of property can now be borrowed on first mortgage, 
and they uiged that it should be possible to raise funds on 
second mortgage, provided that together with the first they 
did not exceed 50 per cent of the appraised value, and because 
they lacked the sound organization of Amencan grading and 
storing which gives other types of secunty the qualities 
necessary for marketabihty There is little expectaton, how- 
ever, that foreign capital can be raised for these purposes so 

that they wll have to rely on their Governments or on their 
own capital markets 

The fuU mcidence of the mdustnal revolution is now being 
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increasingly felt in agriculture, and this is likely to produce 
far-reaching changes m the type of credit and in the machineiy 
for providing it Time will justify or falsify the prophecy 
that the old type of peasant and farm-worker are to disappear 
altogether with the institution they represented Nor need 
we speculate whether the general mechanization of agnculture 
IS to follow the same Imes as the mechanization of mdusti}^ 
nor whether the mobile petrol engme, "small, durable, effi- 
cient, and easy to manage,” togetiier with the combine, are 
to do for agnculture what Watt’s steam-engme did for mdus- 
try It is evident that agnculture is no longer to r emain 
the unchanging or slow-changing mdustry it was until the 
war 

Under those conditions the borrower planned to repay the 
prmcipal of the long penod loan out of the accumulated eam- 
mgs of the farm or the rentals of the urban property But 
under the new circumstances, fifty- and sixty-year loans are 
less easy to obtam 

Special arrangements have sometimes been made to enable 
borrowers to repay debts sooner These have proved very 
satisfactory The mortgage debt of Egj^t was reduced con- 
siderably durmg the past ten years, as is evident firora the 
figures of the Credit Foncier Egyptian, which fell from £ 2 ^ 
nuUion m 1914 to £17 million m 1929 This was attributed 
to the large profits made from the cultivation of cotton and 
to the dearth of land fit for redamation There was both an 
mcreased supply of funds and a decreased demaTirt for long 
term credit In. Great Bntam the Agncultuial Mortgage 
Corporation also facihtates quick repayment of loans But 
this does not seem to meet the new circumstances It is 
desnable that the mortgagor of property be able to 
repay his loans as soon as it is convement to him The ques- 
tion remains, however, shall he be given the right to repay 
for fifty or sixty years 

Short and mtermediate credits are necessary to prevent 
produce being forced on to the market at certam periods at 
an unduly low level, whilst, as we have seen, longer credits 
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are indispensable to rationalize the productive and the market- 
ing processes But, whatever the period decided upon for 
mteimediate credits or long penod credits, their function 
^onld be scrupulously observed They should not be used 
to delay pnces reaching their proper level Such a policy 
would result in considerable losses 
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Crown 8vo, sbS covers, zo2 pp , illustrated Is. 6d net 
By H P Webber and J w Fisher 
A book of hints and useful infbnnation for enthusiastic 
bowls players interested in dub and tournament play 

GAMES COACHING FOR SCHOOLS AND 
COLLEGES 

Large crown 8vo, cloth, 340 pp, illustrated 78 . 6d net 
By D M CooKc , Major H J Selby, MC,BSc,FRAI , 
and A C Douglas, Intemattoml Player, Rugby and Cncket 
The instruction in football, cncket, lawn toinis, hockey, 
swimming, etc , given in this book wm be of immense mterest 
to all sportsmen and women , as wdl as to coaches and teachers 

THE AIRMAN’S YEAR BOOK 1934-35 Flying 

Fnhlidied under the Anfhonty of the Royal Aero dub of the 
United Emgdom 

Medium 8vo, doth, 156 pp With Calendars for Z934~35 
Ss 6d net 

Edited by Squaorok-Leader C G Burge, QBE, 

ARAeS I ,AInstT 

A book of mtense interest to flving enthusiasts, containmg 
practical information for every amateur airman, together 
With details of flymg contests, aiduevements, etc 

LEARNING TO FLY 

Crown 8vo, doth gilt, Z36 pp , with Z2 plates and 40 dia- 

g nms Third Edition 78 6d net 
y Frank A Swoffer, M B E 

Everyone who wants to fly, or is interested to know how it is 
done, will find this book the ideal instructor 

PILOT’S “A” LICENCE 

Crown 8vo, doth gilt, 80 pp 8s 6d Fifth Edition 
Compiled by John F Leehing 

This book describes how to obtam a flymg certificate, and 
indudes much useful information for the private owner 

THE AUTOGIRO AND HOW TO FLY IT 

Crown 8vo, doth gilt, 92 pp , illustrated 5 s net 
By Reginald Brie With a Foreword by Senor de la 

ClERVA 

An interestiim account of the autogiro and its history, with 
practical guidance on flymg and control 

RAFTALES 

Crown 8vo, 68 pp 2 s net 

Told to a Flight Cadet by Charles B Baker 

Illustrated by Ping 

A collection of light-hearted verse describing incidents in the 
lives of Flying OEBcers stationed in the East, and some 
legends of R A F bases 
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Hunting 


Pets 


Gardening 


Decorations 
G? Repairs 


Home Topics 

TWIXT GRASS AND PLOUGH 

Demy 8vo, doth gilt, 138 pp 6s. net 
By T B Marson 

A book of huntmg lemimscences for all interested in horses 
and hounds 


Home Topics 

EVERYMAN’S DOG 
His TTpbnngmg and Education from First Fnnoiples 
Crown 8vo, doth, 88 pp , illustrated 8s 6d, net. 

By Kenneth Brown 

A practical guide to the training of a dog for the suburban 
home It advises on every detail from choice of breed to 
general caie and education 


HOW TO TRAIN DOGS 

For the Home, Stage, and Moving Pictures. 

Large crown 8vo, doth, 196 pp , fully illustrated 6s. net 
By Henrv R East, Owner and Tmtner of Many Famous 
Mohon-incture Dogs 

Makes ue trainmg of the househdd pet an enjoyable task 
With information on the choice of breed, and instructions 
for teachmg many amusmg tndcs 


CATS FOR PLEASURE AND PROFIT 

Crown 8vo, 140 pp , with 25 photographs of pnze-winmng 
cats 4 s 6d net 
By Frances Simpson 

An mterestmg and practical gmde giving hdpful advice on 
the breeding, care, and mamtraance of these domestic pets 


THE BOOK OF THE DELPHINIUM 

Large crown 8vo, doth, 88 pp , with 4 colour plates and many 
other illustrations 3 s. 6d. net 
By John F Lecming 

A book on the cultivation of the ddphimum for effective 
garden display or for exhibition purposes 


PRACTICAL HOUSE DECORATING 

How to Choose Tour Decorations and How to Carry them Out 
Yourself 

Crown 8vo, doth, 100 pp , illustrated 8s. 6d net 
By Millicent Vince 

Invaluable advice on colour schemes, fumishmg, and decora- 
tions for the househdder, with hints on their mtroduction at 
a minimum cost 
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Home Topics 


PLASTERING 

(^pnnted from “Bnckwork, Concrete, and Masonry ") 
Crown 8vo, zo6 pp 8s net 

By W VERRAii,CRP „ ^ , t. 

A handy gmde to plastering walls and ceilings for nouse- 
haldeis who wi^ to attempt this work themselves 

PAINTING AND ENAMELLING 

Crown 8\o, ira pp , with 26 half-tone plates and 17 diagrams 
^ 6d net 

ByC S Johnson, D Sc 

Descnbes the many uses of pamt and enamel m the home, 
with instmctioiis for obtaining the most perfect results 

INTERIOR DECORATION 

Crown 8vo, 132 pp , with 43 plates and 14 diagrams Ss 6d 
net 

By C S Johnson, D Sc 

How to make the home beautiful without professional 
assistance. 


HOME UPHOLSTERY 

Crown 8vo, zx2 pp , with 30 plates m half-tone Ss. 6d. net 
ByM Dane 

This pracfiRnl gmde shows how to make loose covers, how to 
repair and recover tight upholstery, and how to make curtains, 
pelmets, and other runushmg details 


RUG MAKING 

Crown 8vo, 96 pp , with 26 plates, Z2 workmg designs, and 
zo diagrams 8s 6d. net 
By Dorothy Drags 

A piofasdy illustrated handbook on nig-makmg of all kmds 
and for all purposes m the home 


COOKING CRAFT 


Demy 8vo. cloth, 36Z pp, fully illustrated 8s 6d net 

Thud Edition 

By S Elizabeth Nash 

A scientiSc cookery book, giving a thorough explanation of 
the methods of piepanng, cookmg, and servmg roods so that 
their full vsdues wiU be xetamed With many recipes 


CONCERNING CAKE MAKING 

Lam crown 8vo, doth, 264 pp , illustrated 8s 6d net 
By Helen Jerome, MCA 

A complete gmde to every branch of cake making, with nearly 
400 rally tested reapes for large and small cakes of every 
variety 


DAINTY DISHES 

Crown 8 vo. doth, 174 PP 8 s 6 d. net Fifteenth Edition 
Reapes collected by Lady Harriet St Clair (late Countess 
Alunster) Edited by Helen Edoen, MCA 
With sections on Casserole and Paper-bag Cookery 
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Home Topics 

Cookery SAVOURY DISHES 

Size in byJIskl^ > bmp cbth, 40 pp Is net 
By Dorothy N Stroud 

A collection of over zoo appetizing dishes for breakfast, lunch, 
or supper They are quickly prepared, economical, and 
nutnhous 

DRINKS OF ALL KINDS, HOT AND 
GOLD, FOR ALL SEASONS 

Cioini 8vo, doth, 170 pp Ss 6d.net 
ByF andS Davies 

Contains over 400 recipes for hot and cold dnnks, mdudmg 
cocktails, cobblers, cups, fancy dnnks, fizzes, juleps, lemon- 
ades, nectars, punches, etc 

BON-BONS AND SIMPLE SUGAR SWEETS 

Crown 8vo, quarter cloth, 96 pp 8s net Second Edition 
By Louisa Thorpe 

A course of expert instruction m sweet making, with recipes 
that every amateur can attempt with confidence 

THE PRINCIPLES AND PRACTICE OF 
JAM MAKING SIMPLY EXPLAINED 

Size 7} m by 5} m , limp doth, 40 pp Is net 
By V G Wiltshire 

A dear explanation of the prmciples of jam makmg, with 
many leapes for popular jams and jellies, and sunple tests 
for sugar, pectm, and acid 

Housecraft HOUSECRAFT PRINCIPLES AND 
PRACTICE 

Demy 8vo, doth, sgS pp , profusdy illustrated 8s 6d net 
By Ruth Bihnis and Julia Boxall 
A scientific guide to home management by the most econom- 
ical, efficient, and labour-savmg methods 

ELECTRICAL HOUSECRAFT 

Crown 8vo, doth, 118 pp , illustrated 2 s. 6d net 
By R W Kennedy 

Provides a fully illustrated^explanation of domestic electncal 
equipment, its use and repair, together with valuable advice 
for all users of electnaty m the home 

Cleaninz HOME DRY-CLEANING AND LAUNDRY 
* WORK 

A Fraotical Guide to the most Effeohve Modern Methods of 
Washmg and Oleanmg Clothes, Linen, Carpets, Curtains, and 
other Fahncs. 

Crown 8vo, doth, 134 pp 2 s. 6d net 
Bv Margaret Struan 

The information is arranged alfdiahetically for qmdc refer- 
ence m emergency 
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Home Topics 

THE ART AND PRACTICE OF MENDING 

Size Sin by sim, doth, 88 pp, with 74 diagrammatic 
illustraboiis 8s 6d. net 
ByJ M Holt 

A. practical guide to mending, damme, patching, and renova- 
ting clothes and housdiold Imen for me needlewoman 

HOME DRESSMAKING 

Every Woman’s Fraotioal Gude to the Art of Makmg Smart 
Clothes 

Size 8^ m by 6} m , Z90 pp , with zoo illustrations 5 s net 
By Agnes M Miall 

Tbs is the most helpful gmde for all who make their own 
dothes It gives really useful information on fittmg, cutting 
out, makmg up, etc , and is hdpfuhy illustrated 

DRESS GUTTING 

Size 7| m by sf m , doth, 80 pp , illustrated with diapams 
in blade and red 8s 6d 
By Margaret C Ralston 

Explains a simple method of pattern draftmg for the home 
dt^maker 

COLOR AND LINE IN DRESS 

Medium 8\o, doth gilt, 368 pp 18 b 8d net 
By Laurene Hempstead 

An mteiestmg handbook on personahty m dress, showmg how 
every woman can, by a study of her own colounng and figure, 
select the dothes which most smt her individuahty 

MODERN BEAUTY CULTURE 

A Complete Guide to Beauty, mdnding Diet, Health Exercises, 
BaCiB, and all Modem Methods relating to the Art 0! Beauty 
Culture 

Demy 4to, half leather gilt, 434 pp , illustrated 4 Ss net 
By Maria Verni 

A complete guide to home beauty treatment 

THE ART AND GRAFT OF 
HAIRDRESSING 

Demy 4to, half leather gilt, 550 pp , profusdy illustrated 
fiOs net 

Edited by Gilbert A Foan 

This book gives comdete information for everyone who 
wishes to practise hairdressmg, mameure, massage, or beauty 
culture at home, as well as those settmg up a busmess 

SCIENCE AND HEALTH 

Crown 8vo, doth gilt, 194 pp , illustrated 3s 6d net 
By W B Little 

A simple explanation of the human body and its care The 
book IS full of interest for e\eryone who wishes to keep 
physically fit by the practice of simple hedth rules 
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COLOUR PATTERN FOR EMBROIDERY 

Crown 4to, doth, with 12 full-page odour plates and za 
diagram dieets ISs 6d net 
By Anne Brandon-Jones 

Compiled to assist the needlewoman to create lovely designs 
without the aid of bought transfers 

DESIGN FOR CANVAS WORK WITH 
RAFFIA AND WOOL 

Size 8 m by 5|m , doth, 56 pp , with 17 plates 28 6d net 
By Agnes Winter 

A senes of designs illustrating the plannmg of patterns for 
canvas stitdiery, with details of smtable stitdies 

COMPLETE GUIDE TO DRAWN FABRIC 

Size fim by sj- m , doth, with 9 full-page plates m half-tone 
and 54 diagrams m three colours 2s 6d net 
By Kate S Lofthouse 

Descnbes over 50 stitches suitable for drawn thread embroid- 
ery, with diagrams m three cdours showing details of working 

EMBROIDERY IN WOOLS 

Crown 8vo, zso pp , with 22 plates and 23 diagrams 28 . 6d. 
net 

By OsMA Palmer Couch 

Shows the needlewoman many attractive applications of wod 
embroidery m the home, with useful designs and ideas 

A PORTFOLIO OF EMBROIDERY 
PATTERN DESIGNS 

Full-size designs m portfdio, size 12 m by 9 m 2 s 6d. net 
By Joan H Drew 

A handy collection of designs suitable for workmg m vanous 
methods of stitchery 

VARIOUS NEEDLECRAFTS 

Crown 8vo, 108 pp , with 53 plates 2 s 6d net 
By Vera C Alexander, 

Ifescnbes many fascinatmg needlecrafts, induding smodong, 
darned net, dammg on materials, hardangen work, quiltmg, 
and couching 

CROSS-STITCH 

Crown 8vo, 94 pp , with 35 plates and 19 diagrams 28 6d net 
By Vera C Alexander 

This book descnbes many ways of usmg cross-stitdi, and 
suggests many attractive artides which can be embroidered 
with great effect 

PATCHWORK AND APPLIQjUE 

Crown 8vo, 128 pp , with 39 plates and 22 diagrams 2s. 6d. 
net 

By Vera C Alexander 

Shows how this dd-world craft can be adapted to meet 
modem requirements, and contains many ongmal suggestions 
for usmg up odd scraps of matenal 
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Pastimes 


QjUILTING 

Ciowoi 8vo, X04PP, unth a cdouied froatispiece, 14 half* 
tone plates and many diagrams 28 6fli net 
^ OuiDA Pearse 

The many attractive uses and applications of quiltmg axe 
dearly descnbedi with full details of methods and stitches 

SOFT TOY MAKING 

Crown 8vo, zza pp , with 29 plates and 16 diagrams 2 s. 6d. 
net &t of full-size Patterns 2 s. net 
By OuiDA Pearse 

A detailed guide to the craft of toy makmg firom soft materials, 
mdudmg ba]^, sofa dolls, freak dolls, mascots, manonettes, 
and real dolls and animals 

THE COMPLETE KNITTING BOOK 

With Fattens and Easy-to-FoOow Diagrams for Knitting Every 
darment for Woman, Child, and Uan 
Size 8i m by 6} m , 2x5 pp , profusely illustrated 6s net 
By Marjory Tiuotson Edited by Davids C Mutter 
The most complete gmde published for the home knitter It 
enables her to design knitted garments to her own patterns 
and measurements 


Pastimes 


PENCIL SKETGHIN6 

Fodscap 4to, 86 pp , profusely illustrated with sketches 5 s. 
net 

By Evelyns Gsen 

A book for everyone mterested m pencil sketching It gives 
a sunple short course that will prove a red inspiration to all 
who wish to express their artistic abihbes with pencil and 
paper 


SKETCHING IN PEN AND INK 

Foolscap 4to, Z3Z pp , profusely illustrated 78 6d net 
By Donald Maxwell. 

The well-known black-and-white artist gives a course of 
instruction m sketdimg, with many examptes of his own work 
and a senes of drawmgs by hvmg masters 

HOW TO DRAW FUNNY PICTURES 

A Course m Cartoonmg 

Size zoi m by ^ m , cloth, 162 pp , illustrated 12 s 6d net 
By £ C Matthews 

A book on humorous picture work, commencmg with simple 
studies and gradually devdopmg to the mote difiBcult cartoon 


LEAVES FROM MY SKETCHBOOKS 

Sizexiiin by 7 im, 58 pp, sketchbook bmdmg 3 s 6d.net 
J Littlejohns, RI,RBA,RCA,R WA 
A senes of facsimile sketches, \nth notes that will be of erea 
value to all mteiested in landscape sketching 
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Pastimes 

ESSENTIALS OF PICTORIAL DESIGN 

Foolscap 4to, cloth, zz2 pp , with 59 plates in sepia and many 

diagrams 10 b 6d. net 

By Leonard Rickuond, R 0 1 , R B A 

A course in picture composition and the grouping of objects, 

with demonstrations m sepia 

FLOWER PAINTING IN WATER-COLOUR 

Den^ 8vo, cloth, with Z5 full-page colour plates 78 6d. net 
By Cecilia Elwes 

Describes the elements of flower pamtmg for the beginner, 
showmg how to progress to more difficult examples 

ORNAMENTAL HOMECRAFTS 

Foolscap 4to, cloth gilt, z8o pp , with 5 full-page colour plates, 
and many black-and-white illustrations IQs. 6d. net 
By loALiA B Littlejohns 

A practical descnption of vanous methods of omamentmg by 
means of dyemg, gesso, bleachmg, batik, lacquer, enamelling, 
etc 


HOME DECORATIVE HANDICRAFTS 

Demy 4to, doth gilt, 330 pp , with 6 plates m colour, 50 plates 
m black and white, and 6z working illustrations and diagrams 
26 s, net 

By F. Jefferson-Graham 

Contains detailed sections on vellum and parchment work, 
hand-tooled metal and leather work, modem methods of 
decoratmg fabncs, glass pamtmg, the decoration of wood, 
and shell and glass flower work 

PRACTICAL LEATHERWORK 

Crown 8vo, 125 pp , with 32 full-page plates m Ime and half- 
tone 2b 6d net 
By F R Smith, F R S A 

This book forms a happy approach to this dehghtful craft, 
and covers a very wide range of activities and uses 

A PORTFOLIO OF DESIGNS FOR 
LEATHERWORK 

Based on Histone Styles of Ornament. 

Size zo^ m by Z2f m 2s 6d net 
By Mary Trinick and Lilian Bristow 
A collection of designs which have been speaally selected for 
apphcation to tooled leather work 

GLOVE-MAKING AT HOME 

Demy 8vo, doth, 96 pp , illustrated 5 s. net Second Edition 
By Frances Staite 

A very helpful guide to hand-made gloves, with full directions 
for making up standard patterns, and for adaptmg them to 
mdmdual measurements 
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Pastimes 

BOOKBINDING AND THE CARE OF BOOKS 

Small crown 8vo, 352 pp , with 122 dtawmp by Noel Ro6ke« 
8 pages of half-tone reproductions 7 s 6d net Fourth 
Edition 

By Douglas Cockerell 

A comprehensive handbook on the technical processes in the 
bmdmg of books, with a section on the care of books when 
bound 

CONSTRUCTIVE AND DECORATIVE 
WOODWORK 

Crown 8vo, iz8 pp , with 21 half-tone plates and 25 diagram 
pUites 2s. 6d net 
ByA C Horth, FC 6 I 1 H 

Provides the woodworker with a practical guide to tools and 
methods, with a collection of simple pieces of work which 
combine good construction with suitable decoration 

WHO’S WHO IN BROADCASTING 

A Biographical Becord o! the Leadmg Feisonahties of the 
Bbciophone 

Crown 8vo, doth gilt, 152 pp 8s. 6d. net. 

Edited by SynNEV A Moseley 

An entertiumng book for hsteners, pving biographical details 
of famous broadcasters 

THE WIRELESS MANUAL 

Crown 8vo, 230 pp , doth, fully illustrated 5 s net Third 
Edition 

By Captain Jack Frost 

This popular guide contains all that the listener requires to 
know for obtammg perfect reception, together with notes on 
repairs, working, and mamtenance 

ACCUMULATOR CHARGING, MAINTEN- 
ANCE, AND REPAIR 

Crown 8vo, doth gilt, 14.8 pp , with 32 diagrams 3 s 6d net 
Third Edition 

ByW S Ibbetsov,BSc, AMIEE,MIMarE 
An mvaluable handbook for the wirdess enthusiast who 
wishes to do his own chargmg and repair work 

RADIO RECEIVER SERVICING AND 
MAINTENANCE 

Crown 8vo, doth gilt, 178 pp , illustrated 7s 6d net 
By E J G Lewis 

Provides detailed information on valve faults, circuits, com- 
ponent testmg, and feult location 

RADIO UPKEEP AND REPAIRS FOR 
AMATEURS 

A Practical Book on Fault-deanng and Set Maintena n ce 
Crown 8vo, doth, 158 pp 5 s net 
By Alfred T Witts, A M I E E 
A book of "Srst-aid" nmts for the home wireless set 
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Television 


Inventions 


Astronomy 


Nature 

Study 


Pastimes 

TELEVISION. TO-DAY AND TO-MORROW 

Demy 8vo, doth gilt, 240 pp , illustrated 7 s 6d.net Fourth 
Edition 

By Sydney A Moseley and H J Barton Chapple, Wh Sc , 
BSe (Hons), ACGI,DIC, AMIEE With a Foreword 
by John L Baird 

Telf e the fascinatmg story of the devetopment of tdevision 
from Its earliest begummgs to its present stage of progress 


TELEVISION FOR THE AMATEUR 
CONSTRUCTOR 

Demy 8vo, doth gilt, 253 pp , illustrated 12 s 6d net 
By H J Barton Chapple, wh Sc , B Sc (Hons ), A C G I , 
Die, AMIEE, Hon MIWT 

Enabl^ the amateur radio worker to understand fully the 
principles of tdevision reception Three types of televisors 
are described, with frilding orernt diagrams 


EXPERIMENTAL TELEVISION 

A Senes of Simde EEpenments with Tdevuion ApparatuSi also 
How to Make a Complete Home Tdevision Transmitter and 
Receiver 

Size by 8 in , doth, 334Tm , illustrated 10 s 6d. net 
By A Frederick Collins, fRAS 


PRACTICAL ADVICE TO INVENTORS 
AND PATENTEES 

Xnvenhoiis and How to Patent Them. 

Crown 8vo, doth, 134 pp 8s 6d. net 
By C M Linley 

A handbook of mvduable advice for amateurs who wish to 
register then inventions 


WONDERS OF THE UNIVERSE 

Crown 8vo, doth gilt, 2x6 pp , with i6y photographs and 
diagrams 3 s 6d net 
ByH E Taylor, FGS 

A simple account of the sun, moon, stars, and other celestial 
bodies There are many wonderfd illustrations t^n by 
famous astronomers 


WONDERS OF THE EARTH’S CRUST 

Crown 8vo, doth gilt, 230 pp , with xyi illustrations, diagrams, 
and maps 3 s 6d net 
ByH E Taylor, FGS 

A most mteiestmg account of rocks, stones, and land forma- 
tions for the amateur geologist 
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Literature, Art, etc. 

SCIENCE AND LIVING THINGS Nature 

Crown 8vo, doth gilt, ssfippivnih 102 illustrations Ss 6d net Study 
ByW B Little 

An introduction to dementary Biology 

SCIENCE AND THE WEATHER 

Crown 8vo, doth gdt, 164 pp , with illustrations, diarts, and 
riia graitis 8S. 6fl net 

By W B Little , . 

A sunplo study of Mcteoiolosy f(ff sUuitszsstsdin fhs wssthsTy 
weather lore, and weatiier icxecasts 

THE CROSSWORD PUZZLE SOLVER Jndoor 

Crown 8vo, doth, 298 pp 8 b 8d.net Second Edition AinUSe-' 

By L A Fanshawe 

An indispensable companion for the enthusiast, givmg mime- fueiitS 
diate access to words (up to six letters) where a combmation 
of two adjacent letters is known 

A GUIDE TO STORY TELLING 

Demy 8vo, doth, 350 pp , illustrated by J Littlejohns, R I , 

RBA 58 net 
By Arthur Burrell, M A 

A guide to the art of story tdhng, with many examples and 
skeleton stones, and hmts on obtaining matenal for this 
pleasant pastime 

KNOWLEDGE AND OBSERVATION 
TESTS 

Size 7im by 5im, doth, 142 pp With Answers 8s 6d 
net 

By Edwin D Speed and James A Aspden 
Findmg the answers to this collection of general knowledge 
tests wul provide much entertainment, and not a httle instruc- 
tion, both for children and grown-ups Answers are mduded. 

THE GRAMOPHONE HANDBOOK 

Crown 8vo, X32 pp , illustrated 28 . 6d net 
By W S Rogers 

A practical guide for the gramophone owner on all matters 
connected with his mstrument 


literature, Art, etc. 


THE ART OF LITERARY STUDY 
An Approach to Liteiatnie lor the Flam Man 
^my 8vo, doth, 204 pp 8s 6d. net 
Sy “ B Charlton, Professor of Engltsh Literaiure, Unt- 
verstty of Mandiesfer 

A handbook written to arouse interest m hterature, and to 
help the reader to develop his appreciative and mhngj 
powerSe 
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Poetry 


Philosophy 


Literatute, Art, etc. 

BOOKS* AN INTRODUCTION TO 
READING 

Large crown 8vo, cloth, 241 pp 6s. net 
By WRIGHT Watts Miller, B A , M Ed , Manchester 
This guide to leisure reading shows how the full Wuty and 
purpose of the world's greatest wntmgs can be readily 
appreciated 

TENNYSON HIS ART AND RELATION 
TO MODERN LIFE 

Demy 8 vo, cloth gilt, 490 pp 78 6(1. net 
By Stopford A Brooke 
A cntical appreciation 

THE POETRY OF ROBERT BROWNING 

Demy 8 vo, cbth gilt, 455 pp 18 s 6d. net 
By Stopford A Brooke 
A cntical appreciation 

COMMENTARIES AND QUESTIONNAIRES 
IN ENGLISH LITERATURE 

Each m crown 8vo, paper, 32 pp 6d 
A senes of 109 booldets dealmg with famous works of prose and 
poetry, and mtended to assist the reader to obtam the maxi- 
mum enjoyment from books read A complete list of the 
senes wiu be sent post free 

POEMS BY WILLIAM BLATHWAYT 

The Aiohiteot’s Home 

Crown Bvo, doth, 64 pp 8s. net Second Edition 
The Garden of Sleep. 

Crown 8vo, doth gilt, 74 pp 2 b 6d net 
Gingko Poems 

Crown 8vo, cloth, 62 pp 8s. net 
The Golden Boad 
Crown 8vo, doth, 80 pp 2 s. net 
Love and the Stars 

Crown 8vo, cloth gilt, 67 pp Ss. 6d net 
Voices from the Waves 
Crown 8vo, 76 pp Ss 6d net 
Coneoted Poems 

Cipwn 8vo, doth gilt, 312 pp , with 13 plates by Cyril 
Howe 6 s. net 
French and German Lynos. 

Freely translated Size m by 3^ m , doth gilt, 92 pp 
8s 6d net 
Sixty Sonnets 

Size 5} m by 3], doth gilt 88 6d.net 

AN ALPHABET OF ATTRIBUTES 

Crown 8vo, cloth gilt, 2x6 pp 8s 6d net 

By Harold Downs With Forewords by Horace Annesley 

Vachell and James Hynes 

A book of essays on twenty-six aspects of human conduct 
Bravery, Faith, Happmess, Nervousness, etc, which will lead 
the reader to ndect upon li^ own philosophy of hfe 
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Literature, Art, etc. 

WORKING THE MIND 

Demy 8vo, cloth, 156 pp Ss net 
By John Steeksua 

A thoroughly practical aid to the full realization of mental 
development for all who wi^ to denve the utmost from their 
mdmduahty 

SELF-ORGANIZATION FOR BUSINESS 
MEN 

Demy 8vo, doth gilt, 154 pp Ss net Thud Edition 
By Morley Dainow, B Sc (Hons }, Lond 
A gmde to self-improvement which will be a great inspiration 
to all both m ana out of business 

A COMPLETE GUIDE TO THE 
IMPROVEMENT OF THE MEMORY 

Fodscap 8vo, doth, zz8 pp Is 6d net Seventh Edition 
By the late Rev J H Bacon 

ART APPRECIATION 

Crown 4to, doth, 204 pp , with Z2 full-page plates m colour 
and Z53 other illustrations 10s 6d. net 
By Margaret Dobson, ARE (Lond ), D A (Edm ) 

A stimulating, provocative, and enhghtening gmde for all who 
wish to mcrease theu pleasure and appreciation of the fine 
arts 

ART AN INTRODUCTION TO 
APPRECIATION 

Larm crown 8vo, doth, 274 pp 5 s net 
By Raymond Coxon, A R C A 

A book that will greatly assist the reader to devdop his powers 
of entuasm and appreciation 

ENGLISH ART SERIES 

Influences and Developments in the Progress of Art m Bntam 
By Frank P Brown, A R C A (Lond ) 

These volumes seek to mterest the reader m the artistic 
associations of London, and to give some knowledge of the 
ideas and developments which have iiduenced them 
Each crown 4to, doth, about zz2 pp Frofusdy illustrated 
with photographs, old pzmts, and sketch plans 7s. 6d net 
Vdume I London Bmldings 
Volume II London Pamtmgs 
Volume III London Senlpture 

BRITISH WATER-COLOUR PAINTING 
AND PAINTERS OF TO-DAY 

Demy 4to, doth gilt, z6o pp , with 40 full-page cdour plates 
25 s net 

Edited by J Littlejohns, RI,RBA,RCA,RWA 
A survey of modem water-colour art, with illustrations by 
twenty well-known hvmg artists, and notes on their styles of 
tedmique 


Mind 

Training 


Art 

Appreaa- 
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Amateur 

Dramancs 


Literature, Art, etc. 

WOOD ENGRAVING SINGE EIGHTEEN- 
NINETY 

With 80 Zllnstratxons from the Works of Fast and Contemporary 
Engravers, and many Fraotioal Hmts upon its Teohnigne 
and Uses. 

CroTm 4to, cloth gilt, 164 pp ds. net 
By Bernard Sleigh, R B S A 

A record of the trauung, observations, and expenences of a 
master wood engraver over a penod of forty years 

MODERN SCULPTURE 

Its Methods and Ideals. 

Demy 4to, doth gilt, 280 pp , with 354 illustrations 80 s. net 
By Herbert Maryon 

The author seeks to mterest the reader m the aims and ideals 
of the sculptor, as wdl as to inform upon notable work of the 
twenties century 

WHO’S WHO IN THE THEATRE 

Large crown 8vo, doth gilt, 1890 pp 80 s net Seventh 
Edition 

Compiled and Edited by John Parker 

The famous theatrical reference, containing information of 
endless mtmest to the theatre- and cmema-goer 

SHAKESPEARE AND HIS FELLOW 
DRAMATISTS 

In two volumes, medium 8vo, doth gilt, 1174 pp 48 s. net 
Edited by E H C Oliphant 

A selection of plays illustrating the glories of the Golden Age 
of English Drama, planned to enable the reader to see 
Shakespeare m relation to his contemporaiies 

AMATEUR STAGE MANAGEMENT AND 
PRODUCTION 

Demy 8vo, doth gilt, Z43 pp , illustrated 7 s. 6d net Second 
Edition 

By Charles S Parsons With a Foreword by Leslie 
Henson 

A handbook of sound instruction and advice for amateur 
stage managers and producers 

AMATEUR THEATRICAL HANDBOOK 

Crown 8vo, doth, 1x3 pp 8s. 6d net 
By Harold Markhau 

A guide for amateur societies, showmg how to sdect d^ys, 
how to cast, how to prepare, how to learn parts, how to 
rehearse, etc 
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Literature, Art, etc. 

ACTING MATERIAL FOR DRAMATIC 
GLASSES 

Grovn 8vo, doth, zoo pp 2 s. 6S. net. 

By Angus Wilson 

This interesting book of diort scenes from wdl>known plays 
gives mtensive practice in the techmque of acting 

THEATRE AND STAGE 

In two volumes Each m crown 4to, doth gilt, illustrated 
42 b. net, complete 
Vd I 636 pp 2 l 8 .net 
Vd II {In^^aration) 

Edited by Harold Downs With contributions by many 
famous theatncal personahties of tiie day 
An authoritative and comptdiensive gmde to every detail of 
actmg, production, and sta^ management It is of consider- 
able vdue to amateur dramatic societies and to all mterested 
m the theatre and amateur stage 

THE IMPROVISED STAGE 

Demy 8vo, doth, Z44 pp , profusdy illustrated 6s net 
By llARJORIE SOMERSCALES 

A useful book of suggestions for maTong mexpensive but 
effective stage properties, costumes, and scenery 

GUIDE TO THEATRICAL MAKE-UP 

Demy 8vo, cloth gilt, 96 pp, illustrated Ss net Second 
Edition. 

By Charles S Parsons With a Foreword by Cedric 
Hardwicke 

This complete guide descnbes m detail, with illustrations, the 
make-up for every conceivable stage t^e and part 

DRESS DESIGN 

An Account of Costume for Aihsts and Dressmakers 
Small crown 8vo, 392 pp , with over 600 figures, 35 half-tone 
reproductions showmg zoo specimens of genume dresses, 80 
scaled patterns taken from antique apparel, and over 400 
lUustratioDs of head-dresses and foot-wear 32 s fid net 
By Talbot Hughes 

SHORT PLAYS FOR YOUNG PLAYERS 

Six books, each size 7iin by S^m , 24 pp fid. 

^ Marjorie and I^eodora Souerscales 
piese books provide mterestmg material of a hteraxy and 
historical character, indudmg playlets, ballad-mimes, mme 
plays, etc e j . 

film play production for 

AMATEURS 

^own 8vo, doth gilt, Z76 pp 5 s. net 
By G H Sewell 

duties of the director, studio techmque, lighting, make-up, 
editing, construction, scenery, etc , are all dearly ezplameo 
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Literature, Art, etc. 

AMATEUR TALKING PICTURES AND 
RECORDING 

Crown 8vo, doth gilt, 230 pp , illustrated 7 s. 6d. net 
By Bernard Brown, B Sc (Eng } 

A fascmabng book that enables the amateur film enthusiast 
to make and diow his own talkies at home 

FILMS. THE WAY OF THE CINEMA 

Large crown 8vo, doth gilt, 250 pp , illustrated 5 s net 
By Andrew Buchanan 

Discusses every phase of film art m a frank, informative and 
mtexestmg way 

THE CINEMA ORGAN 

Crown 8vo, 136 pp , illustrated fis 6d net 
By Reginald Foort, F R C 0 

The famous cinema and broadcast organist descnbes his instru- 
ment, and gives many mteiestmg reminiscences 

TALKING PICTURES 

Demy 8vo, doth gilt, 324 pp , profusdy illustrated ISs. 6d. 
net Second Edition 
By Bernard Brown, B Sc (Eng ) 

A descriptive account of the prmciples of construction and 
operation employed m making and presentmg sound films 

WRITING FOR THE FILMS 

Crown 8vo, doth, 116 pp 3 s 6 d net 

By L’Estrangs Fawcett, Formerly Scenario Editor for the 

Gaumont-Bntish Puinre Corporation, Ltd 

This book gives a umque insight mto the film world, from the 

point of view of “story" mteiest 

ELGAR AND HIS MUSIC 

Demy 8vo, doth gilt, 124 pp , illustrated 5 s net 

By John F Forte With a Foreword by Sir Landon 

Ronald 

An unbiased study of the personahty and work of the great 
British composer All his compositions, mdudmg his most 
famous mast^ieces, are fully discussed 

HOW TO PASS MUSIC EXAMINATIONS 

Crown 8vo, doth, 136 pp Ss 6d. net 
By Reid Stewart 

A gmde to ezammations m pianoforte playing, violm playing, 
and smging, with practical hmts on toe speediest and most 
effective methods of preparation and study 

THE SINGING VOICE 

A Desonption of the Belabondups of the Straotnre to the Fnno- 
tions of the Voice-producing Organs 
Demy 8vo, cloth gilt, 86 pp illustrated 6s net 
By E R Garnett Passe, MRCS, LRCF, DLO, 
B D Sc With a Foreword by Clive Carey 
A hdpful book fin Singers, givuu a dear understandmg of the 
vocal organs, ^together wira hinm on their trainmg and care 
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Ehcution 


Literature, Art, etc. 

THE ART OF THE ELOCUTIONIST 

Laxffi ocown 8vo, cloth> io8 pp 8i 6d aet 

ByX Guthbekt Samuels, MusBae, L RAM, ARC M, 

LTSC 

A handbook on voice trauung with an illustrated descrqitioa 
of the vocal organs and the mechanics of voice production, 
and many practical exercises 


TWENTY-FOUR LESSONS IN 
ELOCUTION 

Demy 8vo, doth gilt, 174 pp 58 . net 
By Jambs Bbkeard 

Contains twenty*foiir lessons traosenbed as actually dehveied, 
deahng with breath contnfl, vome devdcgiment, analysis of 
speech sounds, etc With many quotations tom English 
hteratuie for illustration and praebiu 

DRAMATIC RECITALS AND HOW TO 
DELIVER THEM 

A Guide to the Ait of Diamatio Intupiefation 
Denw 8vo, doth gdt, 196 pp 58 net 
By JAMES Bebmard 

A smes of passages from hteratuie, and drama, with analy* 
h(^ notes and guidance on Qiai correct mtet^tatum. and 
dehvety 


THE CELEBRATED CROWN TRIAL 

Royal 8vOj^doth gilt, 240 pp lOs 6d net 
By J N kuERM, B A 

A repimt of the greatest jpohtical tnal m history, with 
analytical notes and marks voc the gmdance of speakers and 
docutiomsts 


THE VOICE 

Its Rraduotion and Repiodnction 
Demy 8vo, doa gilt, 288 pp lOs 68. net 
"/.Doogj^Stahlby, ACGI (Lond), MS {New York), 
“d L Maereld, S B , Massadiusetts 
A guiae to the trauuiig of the vocal organs for speakers and 
siQgais, With a descnptiQn of the methods of recoidme and 
wproduction, ® 

VOICE PRODUCTION AND BREATHING 

K SPEAKERS, AND FUNDAMENTAL 

STUDIES FOR SINGERS 

HOW TO SPEAK IN PUBLIC 

towi gyo, doth, 128 pp 8 b 6d net Second Edition 
A^hL^ ^ E Stevens 

imm^ate assistance to aQ who have occasion to 
speaik at public functionsi dinneiS| debating societies, etc 


Public 

Speaking 
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Literature, Art, etc. 

ESSENTIALS OF PUBLIC SPEAKING 

Crown 8vo, doth gilt, 276 pp 8S. 6d net. 

By Warren C. Ddbois, A M , LL B 

PUBLIC SPEAKING 

A Natnral Method. 

Crown 8vo, doth, 176 pp 5 s. net 
By Frank Home Kirkpatrick 

SPEAKING IN PUBLIC 

Medium 8vo, doth gilt, 430 pp ISs. net 
By Arleigh B, Williamson, M A 
A complete manual for students of oratory 

ART OF ARGUMENT 

Crown 8vo, doth gilt, 3x0 pp 7 s 6d. net 
By H F Graves, M A , and C B Sfotts, M A 
A guide to construcbye argument for all mterested in debating 
and controversy 

METHOD OF ARGUMENT 

Den^ 8vo, doth gilt, 396 pp 10s. 6d. net. 

By Charles A Fritz 


PFrim SHORT STORY WRITING AND FREE- 
LANCE JOURNALISM 

Demy 8vo, doth gilt, 241 pp 7 s. 6d net. Second Edition 
By Sydnev a Moseley 

An illuminating guide for all who widi to write short stones 
that wiU sell 


THE WRITING WAY 

A Ouide to Wntten Ezptession as a Cultural and Ctaatlva 
Medium. 

Demy 8vo, doth gilt, 144 pp. 6s net 
By JOHN Steeksma 

This inspiimg book diows how a talent for wri tin g can be 
awakenra and devdoped to creative effort. 

JOURNALISM: BY SOME MASTERS OF 
THE GRAFT 

Demy 8vo, doth gdt. 232 pp 6s. net 

Leading joumaliste of the day contribute practical inf ormation 

on the various branches of the work in which they specialize 

AUTHORSHIP AND JOURNALISM 

How to Earn a laving by the Fen. 

Crown 8vO| clothi z7o pp Ss. 6d. net 
By Albert £ Bull 

A senes of practical lessons m the art of wnting 
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Literature, Art, etc. 

PITMAN’S POPULAR GUIDE TO Writing 

JOURNALISM 

A ?taetioal Handbook for all Engaged of Seeking to Qoalily for 
Fndesnonal Work on the Newspaper Piess. 

Crown 8vo, cloth, 124 pp 2 s 6d net Fourth Edition 
By Alfrzd Kingston 

PITMAN’S PRACTICAL JOURNALISM 

An Introdnotion to every Description ot Literary Effort in 
Association with Newspaper Froduotion 
Crown 8vo, doth, 180 pp Ss. 8d net Second Edition 
By Alfred Baker Revised by E A Cops 

THE CHILDREN’S AUTHOR 
A Wnter’s Qnide to the Tnvenile market 
Crown Svo, doth, zxs pp SSi 6d. net 
By Christine Craundler 

The wdl-known wnter of juvenile fiction gives complete 
gm^uncft for the wnter of chudren's stones, indndmg details 
of markets, and p^ys ftx broadcasting 

HOW TO WRITE PLAYS 

Crown 8vo, doth, z6opp 8s 6d. net 
Basil Hogarth 

This book will be of immediate hdp to anyone who has an 
idea for a play, and wants to know how to put it into suitable 
form 

SELF-EXPRESSION IN ENGLISH 

Crown 8vo, doth, 78 pp 8s 
By John Bennett 

A course of practical instruction, with exercises, for all who 
wish to perfect their knowledge ^ English 

A DICTIONARY OF CORRECT ENGLISH 

Crown Svo, doth, 208 pp 28 6d net Revised Edition 
By M Alderton Fink, M A 

A handy reference to pomts of grammar, style, idiom, use of 
words, etc , that may cause difficulty m wntog and sjieaking. 

PITMAN’S BOOK OF SYNONYMS AND 
ANTONYMS 

Crown 8vo, doth, Z40 pp 8s fid net 
A valuable reference book for the speaker and writer, and for 
pneral purposes of mformation 

WORDS CONFUSED AND MISUSED 

Crown 8vo, cloth, 3X6 pp fis net 
By Maurice H weseen 

Indicates at a glanoe the meanmgs and correct applications 
of thousands of words and phrases that are frequently con' 
fused or wrongly used 
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Economic Science, etc. 

Writinz PUNCTUATION AS A AIEANS OF 
EXPRESSION 

In Theory and Fraoface. 

Crown 8vd, doth, So pp Is. net 
ByA E Lovell, M A 

A gude to the meaning and use of stops in wntmg 


Economics 


Economic Science, etc. 


BRITISH ECONOMISTS 

Crown 8vo, flexible leatherette gilt, 104 pp 28 6d. net 
By Francis C Hood, M A 

An essential book for the understandmg of many modem 
controveisies It reviews the hves and works of several out* 
stand^ British economists 

ECONOMICS: THE STUDY OF WEALTH 

Large crown 8vo, doth gilt, 240 pp 5 s net 
By A L Gordon Mackay, M Litt , M A , M Econ 
Provides a dear descnptioD of the econoimc principles govern* 
mg our everyday life 

A MAIN CAUSE OF UNEMPLOYMENT 


An indictment of foreign mvestment 
Crown 8vo, 96 pp 28 net Second Edition 
By P C Loftus 

LASTING PROSPERITY 

Demy 
ByA 

A sound analysis of present economic problems, with con- 
structive ideas for their solution 


8vo, 164 pp , doth gdt 7s 6d net 
G McGregor 


THE KEY TO PROSPERITY 

Abundance* Leisure: Contentment. 

Den^8vo, yapp 2 s 6d.net 
By G R Cram 

An impartial and courageous mvestigation of modem problems, 
containing sane and constracbve suggestions for &e sdution 
of the wcm*wide depression 

THIS AGE OF PLENTY 

Its Problems and Their Solution. 

Crown 8vo, 4x0 pp Paper, 8s. 6d net Cloth, 6s. net Thud 
Edition 

By C M Hatterslsy, M A , LL B 
A stimulating book on the present-day problems of poverty 
and trade 


RATIONALIZATION 


Demy 8 vo, 36 PP Is net 

By Jambs Bowie, M A , D Litt 

A clear treatment of rationahzation and all that it implies 
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Economic Science, etc. 

A FAIR WAGE 

Demy 8vo, cloth, too pp 28 6d net 

By Edward Batten*, aI I Iklech E 

Reflections on the mmiTmim \rage and some econonuc 

pioblems 

THE FUTURE OF EMPIRE TRADE 

Crown Svo, paper, xo2 pp 2 s net 

By J E IUy With a Foreword by the Rt Hon L S 

Asery 

An enhghtenmg consideration of the econonuc xesoutoes and 
productive capacity of the vanoos temtones of the Empire 

MAIN CURRENTS OF SOCIAL AND 
INDUSTRIAL CHANGE, 1870-1924 

Croxm 8vo, doth gilt, 320 pp 5s net 

ByT G Williams, M A, F R Hist S,FREconS 

An historical account of the influences and devdopments 

leadmg up to the present economic situation 

PARLIAMENT IVHAT IT IS AND HOW 
IT WORKS 

Crown Svo, doth, 132 pp 2 s 6d net 
®y Henry Morrison and Wilfred S Abbot, M A (Oxon) 
n ith a Foreword by the Rt Hon Sir John Simon, M F 
An interesting account of the ongm, structure, and workmg of 
parhament 

THE LEAGUE OF NATIONS 

Erom Idea to Eeality Its Place m Histoxy and in the World 
To-day. 

CtoTO Svo, cloth gilt, 230 pp 8s 6d. Second Edition 
By R Jones, D Sc , and S S Sherman, B A , B Sc 
A ci^r view of the aims and ideals of the League of Nations 
for the general reader 

SOCIALISM 

Crown Svo, flexible leatherette gflt, 116 pp 2s 6d net 
Bv Robert Richards, M A 

A sane and informative sur\ey of the history and deielop- 
meat of the Socialist movenieuti its aims and 


BRITAIN’S AIR PERIL 

^iny8\o,doA, x^pp fls net 

AFR AeS, Aviation Correspon- 
^tto "The Daily TeUgraph ” 

Dcm with toe qnesbon of civilian aocraft, its con\eision to 
cfnh^v^lS necessary posibon in the modern 


’Economics 


Sociology 


Politics 
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Practical Handbooks 

Careers HOW TO CHOOSE YOXJR CAREER 

Crown 8vo, cloth, 215 pp 85 6d. net 
By W L Ivey,MC,MSMA 

HOW TO SECURE A GOOD JOB 

Crown 8vo, doth, X50 pp 3 s 6d. net Second Edition 
By W L Ivey, MC,MSMA 

HOW TO SECURE PROMOTION 

A Popular Guide for all who wish to Improve their Position. 
Crown 8vo, doth, xo8 pp, 8s 6d net 
By W Leslie Ivey, liiC , MS M A 

HOW TO APPLY FOR A SITUATION 
She Making ol a Successful Apphcahon 
Crown 8 vo, doth, 74 pp 8s. net 
By J W Rowbottom 

CIVIL SERVICE GUIDE 

A Descnphon of the Principal Government Appomtments filled 
by Open Competition* wiffi the Regulations, Age Limits, and 
other Information of Assistance to the wonld-he Civil Servant. 

Crown 8vo, doth, 160 pp 3 s. 6d. net 

By A J T Day, Gmeial Secretary, Society of Cml Servants 

BANKING AS A CAREER 

Demy 8vo, doth gilt, X44 pp 3 s fid. net 
By F A WiLLMAN, Cert A I B 

HOW TO SUCCEED IN A BANK 

A Guide to Bank Employees. 

Crown 8vo, doth, X55 pp 38 . fid. net 
By F E Steele 

FLYING AS A CAREER 

Crown 8vo, doth, 90 pp 8s. fid net Second Edition 
By Major Oliver Stewart, M C , A F C 

THE STAGE AS A CAREER 

Crown Svo, doth, 124 pp 3 s fid. net 
By Donovan Maule 

INSURANCE AS A CAREER 

Crown Bvo, doth, 192 pp 8s fid. net 
By F H Sherriff, FI A 
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Practical Handbooks 

JOURNALISM AS A CAREER 

Demy 8vo, cloth, xo8 pp 5 s net 
Edited by W T Crakfield 

HOW TO BECOME A QUALIFIED 
ACCOUNTANT 

Ciovni 8vo, doth, laB pp 8s 6d net Second Edition 
By R A Whittv, F S A A 

HOW TO BECOME AN AUCTIONEER 
AND ESTATE AGENT 

Crown 8vo, doth, 140 pp 8s 6d net Second Edition 
By W F Nores, F A I , Examtner for the Audtaneer and 
Estate Agents Iitstthde Revised by D McIntyre, B A , 
LL B , Barrvder-at-Law 

HOW TO BECOME A PRIVATE 
SECRETARY 

Crown 8vo, doth, lao pp 8s 6d net 
By J E McLachiae, FIPS (Hons } 

HOW TO BECOME A COMPANY 
SECRETARY 

Crown 8vo, doth, 171 pp 8s 6d net 
By E J Hamuond 

HOTEL AND RESTAURANT CAREERS 
FOR WOMEN 

Demy 8vo, doth gilt, 148 pp 8s 6d net 
By Ernest M Porter 

NURSING AS A CAREER 

Crown 8vo, doth, 98 pp Ss 6d net 
By Charlotte L Moles, S R N 

THE GAME OF COMMERCE 

A Onide to Careers 
Crown 8vo, doth, xSs pp 8s 6d net 
By Herbert Kendrick 

HOW TO STUDY FOR EXAMINATIONS 

Crown 8\o, doth, 71 pp Ss 
By Denis Cooper 


Careers 


Training 
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Training 


Social 

Activities 
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fisf Legal 


Practical Handbooks 

HOW TO SUCCEED IN YOUR 
EXAMINATION 

Crown 8vo, doth, io8 pp 8s 6d net 

By W W Miller, B A (Lond ), M Ed (Manchester) 

A practical guide to the efiScient organization of time and 
study 

OFFICE TRAINING FOR GIRLS 

Crown 8vo, doth, 152 pp 3 s 6d net 
By Margaret Ryan 

A practical gmde to the duties of the t:^pist, junior clerk, 
secretary, and general utihty girl 

HOW TO WRITE A GOOD HAND 

A Senes of Lessons on Commercial Handwriting. 

Crown 8vo, 56 pp Is 6d 
By B T B Hollinos 

A course of lessons for anyone who wishes to develop a clear, 
readable, and neat style of handwntmg 

CLUBS AND THEIR MANAGEMENT 

Demy 8vo, doth gilt, 252 pp 78 6d net Second Edition 
By Francis W Pixley 

A practical guide to the management of a dub, together with 
the duties of all the recognized officials 

HOW TO ORGANIZE BAZAARS, 
CONCERTS, FETES, EXHIBITIONS, AND 
VARIOUS CHARITABLE AND OTHER 
FUNCTIONS 

Demy 8vo, doth, iz6 pp 6s net 
By F Attheld Fawkes 

HOW TO TAKE MINUTES 

Demy 8vo, doth gilt, 142 pp 2 s 6d. net Fourth Edition 
Edited by Ernest Martin, F C I S 
An informative guide to the recordmg of mmutes for all types 
of meetings 

LAW FOR THE HOUSE OWNER 

With Emts on the Acquisition and Disposal of Property. 

Crown 8vo, doth, 128 pp 2 s 6d net Second Edition 
By A H Cosway 

A handbook for the owner or prospective owner of bouse 
property, who vnshes to be acquamted with the legal procedure 
mvolved 
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Practical Handbooks 

A HANDBOOK ON WILLS Business 

Giving Fartionlais oE How to Hake and Prove a Will and Dealing fcf 7 fitral 
with Intestacy, ete ^ 

Crown 8vo, doth, 123 pp 2 s 6d net 
By A H CoswAY 

WILLS 

A Complete Guide for Testators, Ezecntors, and Trustees With a 
Chapter on Intestacy 

Foolscap 8vo, doth, 122 pp 2 s 6d net Thud Edition 
By R w Holland, 0 B£, MA, MSc, LLD, of the 
Middle Temple, Sarrater-at-Law 

BUYING AND SELLING A BUSINESS 

Crown 8vo, doth, 112 pp 8s 6d net 
By A H Cosway 

A book of vahiable information and advice on the transference 
of goodwill, property, stock, etc 

ORGANIZATION OF A SMALL BUSINESS 

Crown 8vo, doth, 130 pp 2 s 6d net Second Edition 
By W A Smith, A C w A 

Descnbes the prmciples of organization essenti al to the 
success of a small business 


HOW TO MANAGE A PRIVATE HOTEL 

A Populu and Practical Guide for Beginners and all who keep 
Private Hotels and Boarding Houses 

Demy 8vo, doth gilt, 84 pp 8s. 6d net Second Edition 
By PcacY Hobbs 


HOW SHALL I INSURE? 

A Popular Gude to Every Type of Life Assurance for the Use 
01 Agents and flie uformation of Prospective Pohoyholders 
Crown 8yo, doth, 92 pp 28 6d net 
By F G CuLMBR 

This book solves all the prospective pohcvhdder’s ouenes 
and proems, and shows the advantages of life assurance as 
an mvestment a 


GUIDE TO COUNTY COURT 
PROCEDURE 

Crow 8 v^ (^th, 104 pp 2 s 6 d net 

By F H B Chapman Revised by B S Hills 

CoStv IS® '"hich must be taken m a 

county court for the recovery of small debts 

HOW TO USE A BANKING ACCOUNT c- „ 

doth, 116 pp 3s 6d net oaVtngS 

By C Bidwbll, Member of the Institute of Bankers 
^jmpdar guide for the depositor, showing how to obtam the 
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Edited by F Morusy Fletcher and W R Lsthaby 

Each m ciown 8vo, aihstieally bonnd, Trith many ElnstrationB 

HERALDRY^ For Craftsmen and Designers 
By Sir W H St John Hope, Litt D , D C L 300 diagrams 
and 3a full-page illustrations 12Si 6dt n^ 

DRESS DESIGN. An Account of Costume for Artists 
and Dressmakers 

By Talbot Hughes Frofusd.y illustrated by the Author from 
old examples 128.6d.net 

BOOKBINDING AND THE CARE OF BOOKS 
By Douglas Cockerell 130 illustrations 78 . 6d. net 
STAINED GLASS WORK 

By ^RisTOPHER W Whall 73 diagrams and i6 illustra- 
tions I08.6d.net 

WOODCARVING DESIGN AND WORKMANSHIP 
By George Jack 79 dravnngs by the Author 8b. 6d. net 
WOOD-BLOCK PRINTING 

S 23 Illustrations 8s.6d.net 

(Block-cutter^s knife, Is.) 

hand-loom weaving 

?A draiwiigs, etc , by the Author and 

Noel Rooks 10 s. 6d. net 

SILVERWORK AND JEWELLERY 
By H Wilson aSo diagrams and 3a illustrations 10 B. 6 d.nfit 
WRI'nNG AND ILLUMINATING AND LETTERING 
By Edward Johnston 227 diagrams and 24 full-page illus- 
trations 88.6d.net 

EMBROIDERY AND TAPESTRY WEAVING 
By Mrs A H Christie 194 illustrations 10 a. 6d. net 

Fttll parttculms on appltcaiton 


Sir Isaac Pitman & Sons, Lid., Parker Street, ^gsway, W.C.8 



CATALOGUES OF BOOKS 

Published by 

SIR ISAAC PITMAN & SONS, LTD. 

A copy of the Catalogue relating to your 
own personal mterests should be kept handy 
for constant reference Select the catalogues 
you require horn the following list and wnte 
for copies to-day — 

TECHNICAL 
AVIATION 
INSURANCE 
ACCOUNTANCY 
MODERN 
LANGUAGES 
CAREERS 
ARTS & CRAFTS 
NEEDLEWORK & 
EMBROIDERY 
JOURNALISM 
MOTORING AND 
MOTOR-CYCLING 

Post free from 

SIR ISAAC PITMAN & SONS, LTD. 

PARKER STREET, KINGSWAY, LONDON, W C a 


COMMERCE 
ADVERTISING AND 
SALESMANSHIP 
COMMERCIAL ART 
BANKING 
SECRETARIAL 
LAW 

TRANSPORT 
SCHOOL TEXT- 
BOOKS 
PITMAN’S 
SHORTHAND 
TYPEWRITING 
ENGINEERING 


PITMAN HOUSE 


The spacious Library at Pitman House, Parker Street, 
Kingsway, London, has been arranged for the con- 
vemence of visitors who may desire to inspect any 
Pitman book or periodical 

The Library contains a full range of the firm’s pub- 
hcations, and information respecting these will be 
furnished by the Librarian in charge 
The Directors of Sir Isaac Pitman and Sons, Ltd , 
cordially invite those who may be interested in the 
firm’s books to visit the Library and examine them at 
their leisure and in comfort 
Visitors received until 430 pm. Saturday until 
12 noon 







